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PREFACE 

The  object  of  this  book  is  to  outline  the  conditions  of  the 
bank  credit  situation  in  relation  to  American  agriculture  under 
the  National  and  Federal  Reserve  banking  systems.  It  seems 
necessary  to  set  forth  briefly  in  Part  I  some  of  the  short-term 
credit  needs  of  agriculture,  without  special  regard  to  any  par- 
ticular banking  system  or  institution,  except  for  the  purposes  of 
explanation  and  illustration.  Part  II  will  consist  of  a  brief 
history  and  analysis  of  the  short-term  agricultural  credit  con- 
ditions under  the  national  banking  system  with  special  consid- 
eration of  the  legal  and  economic  restrictions,  and  the  seasonal 
movements  of  currency.  Part  III  will  take  up  an  investigation 
of  the  Federal  Reserve  System  in  relation  to  short-term  agri- 
cultural credit.  Consideration  Avill  be  given  to  the  provisions 
for  short-term  agricultural  credit,  and  the  ways  in  which  the 
system  has  functioned  in  relation  to  agriculture,  and  the  live- 
stock industry. 

It  is  not  the  purpose  of  this  book  to  argue  the  case  either 
for  or  against  agriculture,  but  rather  to  analj-ze  the  needs  for 
and  conditions  of  short-term  agricultural  credit  under  the  exist- 
ing banking  systems. 

This  volume  is  a  simplified  and  condensed  presentation  of 
the  bank  credit  section  of  research  investigations  conducted  by 
the  author  into  the  problems  of  agricultural  finance. 

It  is  hoped  that  this  book  will  meet  a  long-felt  need  for  a 
thorough  understanding  of  the  relation  between  agriculture  and 
the  existing  banking  facilities.  A  large  number  of  colleges  and 
universities  offer  courses  dealing  with  the  problems  of  credit, 
banking  and  investments  in  relation  to  agriculture.  These 
courses  are  variously  named  as  "Rural  credits,"  "Financing 
agriculture,"  and  the  like.  This  book'  covers  the  fundamentals 
and  practices  in  financing  agriculture  in  the  United  States  and 
is  intended  to  mee1  the  urgenl  need  of  teachers  and  students 
<if  these  problems.     Bankers  whose  business  is  related  to  agri- 
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culture,  the  loaders  oi*  farmers'  organizations  who  are  always 
concerned  with  credit,  and  progressive  farmers  should  also  find 
this  book  useful. 

For  the  benefit  of  the  teacher  who  will  use  this  book  in  a 
Bemester  course  of  about  eighteen  wreeks,  a  brief  outline  of  the 
subjecl  may  be  helpful.  As  an  introduction  to  this  course,  the 
class  which  has  not  had  an  elementary  course  in  money,  credit 
and  banking  should  first  review  thoroughly  the  chapters  on 
credit  and  banking  in  their  introductory  principles  of  economics. 
The  first  two  chapters  of  the  book  set  forth  the  short-term  and 
intermediate  credit  needs  of  agriculture,  together  with  the  prob- 
lems involved.  Chapters  III  and  IV  outline  the  relationship 
between  the  banking  facilities  of  the  country  and  agriculture 
up  to  the  Federal  Reserve  Act.  Chapter  V  aims  to  summarize 
the  consequences  of  the  legal  and  economic  restrictions  which 
handicapped  the  financing  of  agriculture  before  1914.  Chapters 
VI,  VII,  and  VIII  present  the  features  of  inelastic  credit  in 
relation  to  agriculture  under  the  National  Banking  System;  VI 
shows  the  rise  and  decline  of  call  loan  interest  rates  at  the  New 
York  Stock  Exchange  as  affected  by  the  interior  demands  for 
currency  for  making  and  moving  the  crops;  VII  and  VIII  are 
outlines  of  the  seasonal  movements  of  currency  between  geo- 
graphical districts  and  between  the  principal  cities  as  affected 
by  the  demands  for  agriculture.  Chapter  IX  begins  the  study 
of  the  Federal  Reserve  System  with  a  summary  of  the  economic 
and  political  reasons  for  the  special  provisions  for  agricultural 
credits.  Chapter  X  aims  to  explain  the  provisions  for  agri- 
cultural credit  under  the  Federal  Reserve  Act  and  their  appli- 
cation. Chapters  XI  to  XV,  inclusive,  attempt  to  show  how 
the  Federal  Reserve  System  functions  in  relation  to  agri- 
culture and  especially  how  the  volume  of  credit  extended  to 
agriculture  necessarily  varies  with  economic  conditions.  The 
seasonal  movements  of  currency  under  the  Federal  Reserve 
System  which  are  such  an  improvement  over  the  old  national 
banking  system  that  it  is  almost  unbelievable  are  explained  in 
Chapter  XVI  by  the  transactions  through  the  Gold  Settlement 
Fund.  Chapter  XVII  is  a  study  of  the  rediscount  rates  under 
the  Reserve  System  and  a  comparison  of  the  rates  for  60  to 
90   days'   paper   and   agricultural   and   livestock   paper   matur- 
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ing  after  90  days.  Chapter  XVIII  aims  to  show  the  causes  for 
the  variation  in  interest  rates  in  different  sections  of  the  coun- 
try. Chapter  XIX  outlines  the  use  of  the  Federal  Reserve 
System  by  the  farmer  and  the  country  banker  and  suggest 
methods  of  improvement ;  in  Chapter  XX,  the  chief  criticisms 
against  the  Federal  Reserve  System  are  summarized  and  ana- 
lyzed in  the  light  of  sound  economics;  and  Chapter  XXI  sum- 
marizes the  conclusions  drawn  respecting  the  present  banking 
facilities  and  agriculture. 

The  appendices  set  forth  the  fundamental  principles  of  the 
hank  credit  facilities  provided  for  agriculture  in  foreign  coun- 
tries; the  mortgage  credit  facilities  in  the  United  States  and 
foreign  countries,  and  the  work  of  the  War  Finance  Corporation. 

The  author  wishes  to  acknowledge  his  indebtedness  to  Dr. 

Allyn  A.  Young,  Professor  of  Economics  at  Harvard  University, 

for  .suggestions  upon  the  plan  of  the  original  research ;  Dr.  N.  A. 

Weston  and  Dr.  E.  L.  Bogart,  Professors  of  Economics  at  the 

University  of  Illinois,  and  Dr.  J.  T.  Holdsworth,  Vice-president 

of  the  Bank  of  Pittsburg,  N.  A.,  and  former  Dean  of  the  School 

of  Economics,  University  of  Pittsburg,  for  reading  the  original 

research  manuscript   which   afforded  the   material  for  a  large 

portion  of  the  body  of  this  book. 

Ivan  Wright. 
Urbana,  III., 

July,  1922. 
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PART  T 

THE  SHORT-TERM  CREDIT  NEEDS  OF 
AGRICULTURE 


CHAPTER  I 

SHORT-TERM  CREDIT 

Short-term  agricultural  credit  is  that  credit  extended  to 
farmers  for  producing  and  marketing  farm  products.  Under 
ordinary  circumstances,  six  months  is  ample  time  for  this  class 
of  credit,  and  the  larger  portion  of  it  is  liquidated  earlier. 
However,  agriculture  has  other  credit  needs  for  periods  of  more 
than  six  months,  which,  for  want  of  a  better  name,  will  be  here 
called  "intermediate  credit."  The  time  required  for  this  line 
of  credit  is  too  long  for  commercial,  and  too  short  for  investment 
hanking.  In  the  following  pages,  space  will  be  given  only  to  a 
brief  discussion  of  the  common  needs  for  these  classes  of  credit. 

Purpose  of  Short-term  Credit 

The  purposes  of  short-term  agricultural  credit  are  numerous. 
In  brief,  the  most  fundamental  of  these  may  be  summarized  as : 
making  of  seasonal  improvements ;  buying  and  trading  in 
seasonal  stock ;  the  buying  of  seasonal  equipment ;  the  hiring  of 
labor;  taking  advantage  of  market  fluctuations;  defraying  neces- 
sary running  expenses ;  and  the  like. 

The  farmer,  like  any  other  business  man,  finds  it  difficult  to 
keep  a  surplus  fund  sufficient  to  meet  the  current  requirements 
of  his  business.  If,  when  necessary,  he  can  secure  credit  to  keep 
his  business  going,  he  can  increase  his  annual  profits  by  doing 
a  larger  business  and  producing  a  larger  stock  of  goods  for 
trade.  Agricultural  short-term  paper,  the  proeeeds  of  which  are 
used  for  producing  more  products,  as  the  feeding  of  live  stock, 
for  manuring  and  fertilizing  ground  for  crops,  and  for  the  hiring 
of  labor,  is  the  most  useful  service  of  credit.  These  are  the 
uses  of  credit,  which  are  really  productive.  The  greatest  service 
credit  can  do  is  to  further  the  production  of  food,  clothes  and 
houses.  Larger  supplies  of  these  necessities  of  life  will  make 
a  more  thriving  commerce  and  trade,  a  more  prosperous  banking 
and  credit  business,  and  a  happier  and  more  contented  people. 

:*. 
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The  use  of  short  term  credit  enables  the  farmer  to  produce 
larger  supplies  of  accessary  farm  products.  Short-term  credit 
helps  the  farmer,  like  the  business  man,  to  seize  opportunities  and 
to  increase  his  annual  turnover. 

Do  fanners  always  use  credit  for  these  productive  purposes? 
No,  they  do  not.  But,  perhaps,  they  use  more  of  their  short- 
term  credit  for  productive  purposes  than  any  other  class  of  bor- 
rowers. However,  the  farmers'  use  of  short-term  credit  is  unlike 
that  of  other  borrowers.  The  merchant  uses  credit  to  buy  exist- 
ing goods  to  sell  in  a  definite  market,  the  possibilities  of  which 
have  been  studied  and  rather  definitely  ascertained.  The  farmer 
uses  his  credit  to  take  a  chance  on  producing  new  goods  to  sell 
in  world  markets  in  competition  with  world  production.  If  the 
farmer  does  not  always  use  credit  to  further  the  technical  pro- 
duction of  goods,  it  is  nothing  against  him.  He  often  needs 
credit  to  tide  him  over  emergencies,  bad  seasons,  sudden  price 
slumps,  and  various  crises  which  are  common  to  his  business. 
But  seldom  will  the  farmer  be  found  using  borrowed  money  to 
carry  on  advertising  campaigns,  take  summer  vacations,  or  pay 
the  bills  of  the  holiday  season. 

How  can  the  banker  tell  when  a  loan  to  a  farmer  is  being  used 
wisely  ?  He  cannot  tell  exactly,  unless  he  is  a  prophet  of  unusual 
ability.  But  there  are  certain  ear  marks,  which  serve  except  in 
extraordinary  cases.  The  loan  may  be  desired  to  purchase  some 
of  the  technical  factors  of  production,  as  seed,  fertilizers,  tools, 
feed,  live  stock,  and  the  like.  In  such  cases,  the  loan  is  usually 
good  business.  But  neither  the  banker  nor  the  farmer  know  that, 
the  endeavor  will  be  successful.  Crop  pests,  diseases,  storms, 
price  declines,  and  endless  other  possibilities  may  reduce  the 
value,  or  entirely  wipe  the  security  out  of  existence.  The  farmer 
may  wish  a  loan  to  pay  his  taxes,  rent  or  blacksmith's  bill.  All 
these  are  necessary,  in  order  that  the  other  steps  in  production 
may  be  continued,  but  the  banker  will  have  to  use  his  judgment 
about  the  validity  of  such  loans,  which  can  only  be  based  upon 
the  farmer's  general  credit  ability,  his  business  habits,  and  his 
thrifty  practices.  If  the  farmer  desires  a  loan  to  tide  him  over 
a  bad  season,  or  a  period  of  low  prices,  it  may  be  good  business 
on  the  part  of  both  the  farmer  and  the  banker;  but  this  will 
depend  on  diverse  circumstances,  such  as :  the  prospects  of  im- 
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mediate  improvements  in  conditions,  the  farmer's  record  of  suc- 
cess, and  needs  for  credit  by  other  productive  interests  in  the 
community.  The  decision  regarding  the  granting  of  farm  loans 
should  take  into  consideration,  if  it  is  to  be  most  wisely  made, 
the  best  interests  of  the  community,  and  not  alone  those  of  the 
farmer  and  banker. 

Seasonal  Improvements 

A  farming  business,  like  any  other  going  concern,  needs,  from 
time  to  time,  betterments  and  improvements.  On  the  ordinary 
general  farm  there  are  annually  drains  to  open  up,  ditches  to 
make,  roads  to  improve,  buildings  to  remodel  and  paint,  fences 
to  rebuild,  brush  and  weeds  to  cut,  orchards  and  vineyards  to 
prune,  and  machinery  to  be  overhauled.  No  farmer  can  carry  on 
his  business  successfully  without  annual  expenditures  of  this 
sort.  For  these  he  needs  current  funds, — credit  from  three  to  six 
months,  until  he  realizes  some  profit  from  his  annual  sales. 
Without  the  credit  to  perform  these  necessary  tasks,  his  opera- 
tions will  be  hampered,  his  annual  profits  curtailed,  and  the  com- 
munity less  bountifully  supplied  with  products  from  his  farm. 

Seasonal  Stock 

The  farmer's  business  has  seasonal  demands  which  require  con- 
siderable capital.  For  example,  he  may  be  able  to  feed  or  graze 
a  herd  of  live  stock  for  six  months.  But  credit  is  required  to  get 
the  live  stock.  This  demand  for  credit  has  been  so  urgent  in  the 
Central  and  Western  part  of  the  United  States  that  broad  pro- 
visions have  been  made  for  it.  Six-months  agricultural  paper, 
based  upon  feeder  live  stock,  is  now  a  commonly  recognized 
commercial  banking  instrument,  and  is  provided  for  in  the  Fed- 
eral Reserve  Banking  Law.  In  the  live  stock  centers  of  the 
country,  special  cattle  loan  banks  have  developed  to  handle  this 
particular  line  of  credit.  The  best  example  is  the  Clay  Robin- 
son Company  of  Chicago,  with  its  branches  in  nearly  every 
cattle-raising  district  of  the  country.  Cattle  credit  is  especially 
valuable  for  helping  distribute  the  live  stock  to  the  farmers  who 
have  feed  and  are  able  to  care  for  their  animals.  Cattle  credit 
has  a  three-fold  value;  it  helps  to  increase  the  beef  production 
in  the  country;  it  enables  the  farmer  to  use  his  feed  most  eco- 
nomically, to  increase  the  fertility  of  his  soil   and  his  capital 
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turnover;  ami  it  provides  one  oi'  the  most  reliable  short-term 
banking  papers. 

Another  value  of  live  .stock  credit  to  farmers  is  that  feeders, 
grazers  and  young  live  stock  can  be  bought  best  at  certain  times. 
Feeders  can  be  purchased  most  advantageously  in  the  fall,  when 
heavy  shipments  are  being  made  to  market;  grazers,  in  the 
spring,  when  poor  feeders  are  dumped  on  the  market,  and  in 
midsummer,  when  drought  in  some  sections  of  the  country  com- 
pels the  marketing  of  unfinished  and  immature  animals.  The 
farmer  who  has  credit  can  get  bargains  by  taking  advantage  of 
such  opportunities  for  buying  stock. 

Seasonal  Equipment 

The  expenditure  on  farms  for  equipment,  especially  needed  at 
certain  seasons,  varies  with  the  type  of  farming.  A  live  stock 
feeder  or  a  dairy  farmer  frequently  needs  to  buy  feeding  stuffs 
in  the  fall  and  winter.  In  fact,  most  live  stock  farmers  have 
occasion  to  draw  upon  their  credit  for  this  purpose.  Crop 
farmers  have  especial  need  for  seed  and  fertilizers  in  the  spring ; 
grain  farmers,  for  binder  twine  and  canvas,  in  midsummer,  and 
autumn;  fruit  and  vegetable  farmers,  for  barrels,  boxes,  baskets, 
crates  and  hampers  in  the  summer  and  fall,  and  for  spray  ma- 
terials in  the  spring  and  summer.  In  these  cases,  where  the 
farmer  does  not  have  ready  cash,  he  should  have  no  difficulty  in 
securing  short-term  credit  to  carry  out  his  productive  opera- 
tions, unless  there  is  evidence  that  the  expense  will  be  more 
than  the  value  of  the  products.  Since  the  seasonal  equipment — 
seed,  fertilizer  and  feed — are  of  fundamental  importance  in  the 
production  of  the  staple  crops,  each  of  these  will  be  discussed 
separately. 

Seed 

The  annual  outlay  for  seed  by  farmers  in  the  United  States 
amounts  to  millions  of  dollars.  Farmers  are  often  compelled 
to  restrict  their  crop  acreage  or  use  poor  grade  seed,  because  of 
the  high  price,  and  difficulty  in  obtaining  good  seed.  This  means 
limited  crop  production.  Every  banker  and  trader  in  the  coun- 
try knows  that  short  crops  from  whatever  cause  mean  curtail- 
ment in  business.  Only  in  recent  years  have  bankers  and  busi- 
ness men  realized  that  the  advancement  of  credit  to  farmers,  for 
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such  a  purpose  as  buying  seed,  is  a  factor  in  furthering  the  pros- 
perity of  all.  This  fact  was  really  appreciated  during  the  World 
War.  Banks,  state  legislatures,  commercial  houses,  stores  and 
local  organizations  throughout  the  country,  made  liberal  pro- 
visions to  supply  the  farmers'  credit  needs  for  the  purchases 
of  seed  and  other  purposes.  The  most  notable  realization  of  the 
farmers'  need  for  credit  to  purchase  seed  was  the  setting  aside  by 
President  Wilson  of  $5,000,000  out  of  the  appropriation  for  the 
national  security  and  defense  under  Act  of  Congress  approved 
July  1.  1918;  and  such  other  funds  as  might  be  appropriated  or 
made  available  from  time  to  time  were  placed  at  the  disposal  of 
the  Department  of  Agriculture  for  the  purpose  of  granting  seed- 
grain  loans  to  farmers  in  the  drought-stricken  areas  of  the  West.1 

These  farmers  had  had  two  successive  bad  seasons,  and  were 
in  great  need.  If  the  Government  had  not  come  to  their  rescue, 
with  credit  to  buy  seed,  many  would  have  been  driven  from  their 
farms  into  other  employment. 

It  is  obvious  that  a  farmer  must  have  seed,  or  he  cannot  pro- 
duce a  crop.  But  why  should  a  farmer  have  to  borrow  for  this 
fundamental  need,  when  it  is  such  a  small  item  for  each  farmer, 
and  he  knows  that  he  has  to  provide  for  it  annually  ?  There  is 
always  a  class  of  farmers  who  are  compelled  to  sell  their  crops 
as  soon  as  they  are  harvested,  to  pay  their  debts,  and  the  next 
planting  season  finds  them  in  debt. 

Why  loan  to  such  farmers  ?  They  are  necessary  for  the  aggre- 
gate farm  production  and,  in  a  general  way,  produce  very  good 
crops.  No  matter  in  what  line  of  work  these  farmers  were  en- 
gaged, they  would  be  found  in  the  same  condition.  Their  labor 
and  character  are  their  principal  security.  This  class  is  com- 
prised of  a  large  number  of  renters,  and  particularly  those  in  the 
communities  where  one  crop  is  grown,  sush  as  cotton  and  wheat. 

There  are  the  well-to-do  farmers,  who  keep  their  funds  in- 
vested, and  always  expect  to  borrow  for  seasonal  needs.  This  is 
a  good  business  habit.  Why  should  a  farmer  keep  money  idle 
from  the  time  he  markets  his  crop  until  the  spring  planting?  In- 
deed, this  has  been  practiced  too  much.  The  farmers  have  been 
compelled  to  do  it  for  want  of  banking  facilities  and  banking 

i  For  complete  information,  see  Treasury  and  Agricultural  circulars  1 
and  2,  "Regulations  Relative  to  Seed  and  (Jrain  Loans  for  Spring  Wheat 
Planting  in  1919  in  Drought-stricken  Areas." 
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accommodations,  and,  as  a  result,  they  have  been  aeeused  of 
hoarding  cash  and  keeping  it  out  of  circulation.  The  banking 
system  is  responsible  for  this  practice.  Unless  thrifty  farmers  can 
gel  bank  accommodations  when  they  need  them  for  their  busi- 
ness, they  are  not  going  to  reinvest  their  income  until  they  have 
provided  for  their  own  productive  needs.  The  money  the  farmer 
holds  out  of  circulation,  or  from  investment,  from  three  to  six 
months,  awaiting  the  planting  season,  is  a  dead  loss  when  con- 
sidering its  earning  power  to  either  the  farmer  or  society.  But 
why  does  not  the  farmer  invest  his  income  so  that  it  will  return 
for  the  seasonal  needs  of  his  own  business?  Just  because  invest- 
ments cannot  usually  be  made  so  that  it  is  convenient  to  liquidate 
just  when  the  farmer's  business  requires  funds  or  when  the 
planting  season  is  right. 

There  is  also  the  class  of  "hard  luck  farmers,"  who  lost  on 
the  past  season's  crop,  or  had  drought,  famine  or  tornado  de- 
struction, for  one  or  more  seasons.  This  group  is  large  in  the 
far  west,  and  familiar  in  other  sections  of  the  country.  The  best 
example  of  the  magnitude  and  importance  of  these  needs  is  the 
one  already  cited  in  this  discussion  of  the  drought-stricken  areas 
of  the  west.  Without  seed  loans,  many  of  these  farmers  would 
have  been  unable  to  sow  their  fields,  and  the  demand  for  food 
products  is  such  that,  even  with  the  frequent  crop  failures,  these 
lands  are  kept  above  the  margin. 

All  these  classes  of  farmers  and  others  at  times  are  obliged 
to  demand  accommodations  of  the  nation's  banking  facilities,  if 
they  are  to  maintain  their  places  and  continue  their  part  in  the 
nation's  production  of  farm  products.  Is  it  speculative?  Any 
loan  on  farm  products,  to  be  produced,  is  speculative,  and  to 
these  "ne'er-do-well"  and  "hard  luck"  classes  it  is  mast  specu- 
lative. But  these  farmers  seem  to  be  necessary  for  the  mainten- 
ance of  the  food  supplies.  They  cannot  grow  crops  without  seed, 
and  they  cannot  buy  seed  without  cash  or  credit.  Someone  must 
take  the  risk,  or  sacrifice  the  agricultural  production  of  these 
communities. 

Fertilizers 

At  one  time,  almost  within  the  memory  of  pioneers,  fertilizers 
were  rarely  used  by  the  common  run  of  American  farmers.    This 
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was  because  the  soil  was  rich,  fertile  and  deep.  The  growing  of 
crops  required  only  planting  and  cultivation.  Repeated  crop 
production,  without  adding  any  new  plant  food  to  the  soil,  has 
exhausted  the  fertility  of  the  once  rich  soil.  This  has  made 
fertilizers  essential.  The  proper  directions  for  the  buying  and 
using  of  fertilizers  are  furnished  farmers  by  the  chemists  and 
fertilizer  experts  of  the  State  and  Federal  experiment  stations. 
Years  of  experimenting  with  crops,  soils,  and  fertilizers  have 
furnished  some  very  useful  data  showing  the  value  of  fertilizers 
in  growing  crops.  Federal  inspection  and  chemical  analyses  are 
sufficiently  accurate  to  protect  farmers  against  poor-grade  fer- 
tilizers. But  facilities  to  supply  farmers  with  credit  to  obtain 
fertilizers  when  they  really  need  them  have  not  yet  been  ade- 
quately organized.  The  expenditure  for  fertilizers  by  American 
farmers  is  a  startling  sum,  when  accurately  computed.  The 
thirteenth  Census  shows  that  the  total  amount  so  expended  in 
the  decade  1900  to  1910  increased  115  per  cent.2  From  1910  to 
1920  the  increase  was  184.1  per  cent,  according  to  the  advanced 
report  of  the  fourteenth  Census.  The  amount  of  fertilizers  used 
has  decreased  in  recent  years  due  to  the  depleted  supplies  and  the 
enormously  increased  prices.  The  ratio  of  increase  in  the  farm- 
ers' outlay  for  fertilizers  has  been  much  greater  since  1910  than 
in  the  preceding  decade. 

A  little  study  of  the  1910  Census  shows  that  in  some  sections 
of  the  country  the  purchase  of  fertilizer  is  as  follows: 

Table  I. — CiKOGKArnicAr,  Distbtbution  of  Febtilizebs 

Per  Cent       Value   Used 
Geographical  Division  of  Farms  Annually 

North  Atlantic  States   58  $27,630,000 

South  Atlantic  States   69  59,629,000 

North  Central  States,  east  of  Mississippi  River  .  .  .  1!»  8,059,000 

South  Central  States   20  16,127,000 

In  one  group,  the  outlay  for  fertilizers  is  even  more  than 
the  cash  labor  expenditure.  This  condition  exists  in  the  South 
Atlantic  states,  where  a  larger  per  cent  of  farmers  use  fer- 
tilizers than  in  any  other  section.    Georgia  has  a  percentage  of 

2  Thirteenth  Census,  vol.  vi,  p.  561. 
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81,  spending  annually  $16,890,000.  In  Illinois,  much  loss  was 
reported;  1.4  per  cenl  of  farms  spent  $66,000.8 

This  difference  between  sections  becomes  more  conspicuous 
when  the  average  acreage  of  improved  land  per  farm  is  con- 
sidered, together  with  the  amount  of  fertilizer  used  per  farm 
in  the  two  sections.  Thus,  Georgia,  with  the  average  size  of 
farm  only  42  acres  in  improved  land  area,  utilizes  $79  of  ferti- 
lizer per  year  per  farm,  while  Illinois,  with  111  acre  farms,  uses 
only  $54  on  each  unit.  This  gives  approximately  $2  expended 
per  aero  in  Georgia,  against  $0.50  per  acre  in  Illinois. 

The  difference  in  the  economic  conditions  of  these  two  groups 
is  also  marked.  The  average  Illinois  farm,  with  a  mortgage 
liability,  has  six  times  the  value  of  the  average  Georgia  farm,  yet 
the  tatter's  debt  is  one-fourth  the  former's.  Also,  Illinois'  land 
is  valued  at  $95  an  acre,  Georgia's  at  $13.  From  these  few  statis- 
tics, it  is  evident  that  the  southern  farmer  has,  proportionally,  a 
greater  need  for  credit  to  buy  fertilizers  than  the  farmer  of  the 
Middle  West.  Unfortunately,  the  lack  of  adequate  credit  facili- 
ties for  this  and  other  purposes,  has  forced  upon  the  southern 
states  a  system  of  financing  through  which  the  local  stores  and 
fertilizer  companies  gain  control  over  the  crops. 

The  store  credit  system  has  been  superseded  by  bank  credit  in 
the  better  communities,  but,  except  where  the  buying  of  supplies 
by  farmers  is  done  through  a  cooperative  union,  the  fertilizer 
companies  still  deal  directly  with  the  farmers,  using  the  ex- 
pensive crop-lien-credit  system  and  the  negotiable  note,  bearing 
an  extortionate  rate  of  interest.  A  county  farmers'  union  of 
Kentucky  stated  in  a  letter  (1920)  that  "the  members  buy  fer- 
tilizers wholesale  from  20  to  40  per  cent  cheaper  than  non-mem- 
bers retail,  and  the  Union's  note  bears  5  to  7  per  cent  interest, 
whereas  the  non-member  always  pays  8  to  10  per  cent  interest." 
Accepting  this  statement,  the  cooperative  buyer  of  fertilizers 
saves  20  to  40  per  cent  over  the  non-cooperative  buyer,  and  about 
3  per  cent  on  interest  rate,  or  a  total  of  23  to  43  per  cent. 

Perhaps  no  other  southern  state  has  a  more  thrifty  people,  or 
I .ctter  credit  conditions,  than  Kentucky.  But  if  this  is  true  in 
Kentucky,  a  survey  of  the  other  southern  states  would,  undoubt- 


s  Ibid. 
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edly,  expose  more  glaringly  the  need  for  better  short-term  credit 
facilities  for  agriculture. 

The  outlay  for  fertilizers  has  become  so  large  and  the  demand 
for  credit  to  buy  fertilizers  so  great,  that  many  fertilizer  com- 
panies make  numerous  sales  to  farmers  on  credit.  In  the  opinion 
of  the  Federal  Reserve  Board,  the  farmer's  six-months 
paper  for  commercial  fertilizers  is  eligible  for  rediscount  with 
the  Federal  Reserve  Banks.4  The  farmers  realize  that  they  can 
increase  their  crop  production  by  the  use  of  commercial  fer- 
tilizers, and  they  need  credit  for  the  purchase  of  fertilizers  until 
crops  can  be  grown  and  marketed.  The  Federal  Reserve  System 
has  not  greatly  helped  the  southern  fertilizer  credit  situation, 
because  the  banking  facilities  of  the  South  are  not  as  adequate 
as  those  in  other  parts  of  the  country,  and  the  opinion  of  the 
Board  offers  little  inducement  for  the  banker  to  deal  directly 
with  the  farmer.  While  the  Board  approves  the  discounting  of 
the  farmer's  six-month  note  for  commercial  fertilizers,  it  makes 
no  provision  for  this  note  to  be  negotiated  directly  between  the 
banker  and  farmer.  In  this  case,  the  banker  much  prefers  to 
discount  the  farmer's  note  after  it  has  been  accepted  and  in- 
dorsed by  the  local  fertilizer  agent.  The  Federal  Reserve  Sys- 
tem, therefore,  admirably  aids  the  fertilizer  dealer  by  discounting 
his  farmers'  notes;  but  this  leaves  the  farmers  at  the  discretion 
of  the  fertilizer  agencies,  and  this  matter  is  outside  of  the  powers 
and  functions  of  the  Federal  Reserve  Board. 

Feed 

Live  stock,  dairy,  and  poultry  farmers  have  the  problem  of 
buying  feeding  stuffs.  Some  grow  a  large  portion  of  the  feeds 
they  need.  Others  depend  on  buying  a  part  or  all  of  them.  Live 
stock  breeders  and  feeders  find  it  necessary  to  buy  finishing 
feeding  stuffs,  as :  cottonseed  meal,  oil  cake,  bran  and  grain  feeds. 
Many  depend  on  buying  roughage,  as  hay  and  straw.  Because 
of  unfavorable  seasons,  those  farmers  who  plan  to  grow  most  of 
their  feeding  stuffs  are  often  compelled  to  buy.  Dairymen  al- 
most universally  buy  protein  feeds — corn  oil  meal,  cottonseed 
meal,   linseed  oil   meal,   cocoanut  oil  meal,   gluten  feeds,   wheat 

*  The  Federal  Reserve  Bulletin,  June,  1915,  p.  7f>.  Informal  Ruling  <>f 
the  Federal  Reserve  Board. 
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bran,  oat  feeds,  and  hominy  feeds.  Many  of  them  depend  on 
buying  sonic  roughage,  as  hay,  straw,  and  fodder.  Poultrymen 
invariably  buy  almost  all  their  feeds.  Farmers  do  not  always 
have  ready  cash  to  buy  these  feeding  stuffs  which  are  abso- 
lutely necessary;  and  as  a  result  farmers  frequently  market  im- 
mature and  unfinished  live  stock  for  want  of  feed.  Dairymen 
allow  their  dairies  to  run  down,  and  sell  a  part  of  their  herds, 
because  of  the  high  price  of  feeds,  and  the  difficulty  in  securing 
credit  for  ;i  reasonable  length  of  time.  In  the  winter,  when 
hens  do  not  lay,  when  feeds  are  high,  and  credit  hard  to  get, 
it  is  a  natural  consequence  for  poultrymen  to  sell,  and  go  out  of 
l nisi i icss.  No  farmer  should  be  compelled  to  go  out  of  a  food- 
producing  business,  or  allow  his  business  to  depreciate,  just  for 
want  of  a  few  months'  credit.  A  credit  instrument  could  not 
have  better  security  than  a  drove  of  beef  steers  or  hogs,  a  flock 
of  sheep,  a  herd  of  dairy  cows,  a  nock  of  chickens,  or  a  team  of 
horses. 

But  why  does  not  the  farmer  provide  for  these  needs  out  of 
previous  earnings  ?  Some  light  will  be  thrown  upon  this  question 
by  asking,  why  do  not  all  business  men  provide  for  working 
capital,  emergencies,  contingent  expenses  and  the  general  upkeep 
of  their  business  out  of  previous  earnings?  If  all  business  men 
did  this,  banks  would  have  no  excuse  for  existence.  The  supply- 
ing of  commercial  credit  for  productive  purposes  is  a  banking 
function. 

Then,  why  have  not  the  banks  provided  for  this  phase  of  their 
business?  Under  the  national  banking  system,  the  legal  re- 
strictions upon  a  bank  organizing  branches  and  note  issue,  pro- 
hibited the  banks  from  reaching  and  serving  the  agricultural  in- 
terests. The  economic  restrictions,  as  limited  transportation  and 
communication  facilities,  uncertain  values  and  marketing  condi- 
tions, disqualified  the  farmer  as  a  first  class  bank  customer; 
moreover,  the  small  size  of  farmers'  loans  and  the  unbusiness- 
like habits  of  the  farmers  have  been  serious  handicaps.  The 
banks  have  generally  had  an  ample  outlet  for  their  surplus 
funds,  without  catering  to  the  agricultural  classes. 

But  farming  is  a  fundamental  business.  The  merchants'  and 
manufacturers'  supplies  would  be  cut  off  without  the  farmer's 
products;  his  buying  power;  and  the  exchange  of  raw  products 
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between  communities.  The  more  products  the  farmers  buy  from 
and  sell  to  other  communities,  the  more  prosperous  will  the  local 
business  be,  and  the  more  funds  will  pass  through  the  local 
bank.  Merchants  and  bankers  cannot  avoid  prosperity  in  a 
prosperous  community  of  farmers,  and  the  farmer's  prosperity 
is  impossible  without  the  service  of  the  merchant  and  banker. 
The  heart  veins  to  the  farmer's  prosperity  are  the  credit  and 
market  channels. 

Labor 

No  other  single  item  of  expense  in  American  farming  re- 
quires so  large  a  current  outlay  as  labor.  The  planting,  culti- 
vating and  harvesting  of  crops  involves  an  expenditure  of  mil- 
lions. Gardeners,  crop  farmers  and  fruit  farmers  are  compelled 
to  hire  numbers  of  laborers  for  this  work.  If  a  farmer  keeps  one 
laborer  all  the  year,  at  $50  per  month,  the  expense  is  $600. 
Many  farmers,  as  dairymen,  live  stock  farmers,  and  poultry- 
men,  have  to  keep  help  all  the  year.  A  farmer  whose  planting 
or  harvesting  costs  him  one  thousand  dollars  should  not  be  ex"- 
pected  to  have  on  hand  sufficient  ready  cash,  any  more  than  a 
merchant  who  orders  a  bill  of  goods  for  a  special  season.  The 
merchant  will  expect  credit  for  a  few  weeks,  until  he  has  sold, 
at  least,  a  portion  of  the  goods.  Just  so  the  farmer  should  have 
credit  for  a  few  weeks  until  he  can  market  his  crop.  The  laborer 
must  have  money  to  pay  his  bills,  and  the  farmer  should  have 
credit  at  his  bank  for  these  needs.  In  nearly  every  such  case, 
a  promissory  note  will  be  sufficient  for  this  credit.  Realizing 
this  need  for  credit,  the  Federal  Reserve  Board  (1918)  infor- 
mally ruled  that  farmers'  notes,  the  proceeds  of  which  are  used 
for  tilling  farms,  are  to  be  classified  as  agricultural  paper,  and 
eligible  for  rediscount  at  Federal  Reserve  Banks."'  The  Census 
(1910)  showed  that  the  total  amount  expended  by  American 
farmers  for  labor  had  increased  82.3  per  cent  during  that  dec- 
ade," and  in  1920,  108.2  per  cent  more  than  in  1910.  In 
recent  years,  the  wages  of  labor  have  more  than  doubled.  No 
accurate  figure    is   available,  but   at   the   harvesting  season   the 

■•Tin-  Federal  Reserve  Bulletin,  August,  Mils,  p.  743,  Informal  Ruling 
of  tin'  Federal   Reserve  Board. 

b Thirteenth  Census,  1910,  vol.  vi.  p.  560;  advanced  report   1920. 


14  BANK  CREDIT  AND  AGRICULTURE 

drain  on  current  credit  and  cash  is  so  heavy  that  the  New  York 
money  markel  is  affected  by  it  for  .several  weeks.  S.  S.  Pratt 
(1912)  states  the  situation  well: 

"An  anxious  period  iii  the  money-market  is  the  crop-moving  time. 

That  i>  the  period  of  the  year  when  the  grain  crops  of  the  West  and 
the  cotton  crops  of  the  South  arc  being  harvested  and  forwarded  to 
the  markets.  When  it  is  recalled  that  in  1910  there  were  nearly 
three  and  one-half  billion  bushels  of  corn,  oats  and  wheat,  and  more 
than  five  billion  pounds  of  cotton  produced,  some  conception  may  be 
had  of  the  service  the  banks  of  the  country  performed  in  financing 
the  harvesting  of  these  immense  crops.  Not  all  the  burden  of  this 
falls  on  the  New  York  banks,  but  a  heavy  share  of  it  does,  and  it 
takes  a  large  sum  of  money  out  of  "Wall  Street  in  the  last  half  of  the 
year.  This  movement  required  shipments  of  eurrencj',  usually  in  bills 
of  small  denominations.  The  banks  can  send  this  money  by  express 
or  registered  mail,  or  by  telegraphic  transfers  through  the  Sub-treasury. 
By  depositing  in  the  Sub-treasury  the  amounts  required  to  be  shipped, 
that  institution  will  telegraph  to  another  Sub-treasury  to  pay  a  similar 
amount  to  the  bank  which  is  to  receive  the  currency  in  that  city.  This 
is  the  more  convenient  and  the  quickest  way,  but  is  restricted  to  Sub- 
treasury  points. 

"The  crop-moving  period  often  subjects  AVall  Street  to  a  severe 
strain.  The  stock  mai'ket  has  more  than  once  suffered  from  this  cause, 
and  the  Treasury  has  been  called  upon  to  afford  relief  by  buying  bonds, 
in  order  to  liberate  money  held  in  the  Treasury,  and  which  can  be  got 
into  circulation  in  no  other  way."  7 

Bankers  liberally  supply  farmers  with  credit  for  harvesting 
crops.  They  have  learned  that  business  prosperity  depends  upon 
good  crops  properly  harvested  and  marketed.    Pratt  says: 

"When  it  is  stated  that  the  annual  product  of  the  farms  of  the 
United  States  amounts  to  over  $8,000,000,000,  it  becomes  clear  how 
basic  to  national  prosperity  is  the  yield  of  the  principal  crops;  and 
cotton  and  wheat  have  a  particular  importance,  because  they  are  great 
ex  pi  >rt  products. 

"The  three  main  sources  of  a  nation's  wealth  are  its  mines,  its  agri- 
culture, and  its  manufactures.  The  securities  dealt  in  on  the  Ex- 
change represent  the  mines,  the  crops  and  the  pi-oducts  of  the  factories. 
If  the  mines  are  prolific,  the  ci'ops  bountiful,  and  the  forges  ablaze  by 

i  I'kai  i,  S.  S.,  "The  Work  of  Wall  Street,"  1912,  p.  309. 
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night  ami  by  day,  the  fact  is  reflected  in  the  Slock  Exchange  transac- 
tions. Prices  advance,  sales  increase,  speculation  is  active.  Wall 
Street,  therefore,  keeps  its  lingers  constantly  on  the  pnlse  of  trade. 
The  three  principal  crops  are  cotton,  wheat  and  corn.  The  time  was 
when  'cotton  was  king,'  and  a  failure  in  the  cotton  crop  spelled  na- 
tional disaster.  Even  now,  a  short  cotton  crop  would  be  not  only  a 
severe  blow  to  the  South,  but,  also,  inflict  a  loss  that  would  be  felt 
more  or  less  all  over  the  country.  A  failure  in  the  corn  or  wheat  crop 
has  more  than  once  been  the  forerunner  of  a  commercial  crisis."  8 

To  analyze  the  farmer's  need  for  funds  to  hire  labor  seems 
superfluous.  Why  does  any  entrepreneur  need  to  borrow  to  pay 
labor?  Labor  cannot  usually  take  products  for  hire,  and  prod- 
ucts are  not  always  ready  for  market  when  labor  needs  wTages ; 
furthermore,  if  products  could  be  marketed  at  the  moment  wage 
funds  are  demanded,  and  if  the  products  could  be  marketed  upon 
notice,  this  would  certainly  not  always  be  expedient.  To  carry 
this  criticism  to  the  point  where  farmers  would  not  borrow,  no 
matter  how  easy  the  funds  were  to  obtain,  brings  up  social  prob- 
lems of  far-reaching  importance  and  entirely  out  of  the  control 
of  any  one  class,  as  farmers,  bankers,  or  others.  Year  after  }rear, 
apples  rot  under  the  trees  of  New  York,  Michigan,  and  Virginia ; 
potatoes  are  never  unearthed  in  Maine,  Wisconsin,  Minnesota, 
and  Colorado ;  and  corn  falls  back  to  the  earth  in  Kansas  and 
Missouri,  while  in  the  mining  towns  of  Alabama  and  Tennessee, 
and  in  the  slums  of  Now  York  and  Boston,  thousands  of  families 
arc  being  supported  by  gifts  from  charity,  and  thousands  more 
are  going  hungry.  The  farmer  will  not  hire  labor  to  harvest 
and  market  these  crops;  because  the  cost  would  be  more  than 
the  market  value  of  the  products,  and  no  banker  would  extend 
credit  for  such  an  unthrifty  practice,  if  he  were  cognizant  of  it. 
But  this  problem,  while  inevitably  raised  in  this  criticism,  is  out- 
side the  scope  of  this  work. 

In  spite  of  these  facts  of  national,  and  even  world-wide,  eco- 
nomic importance,  it  is  not  uncommon  for  farmers  to  curtail 
their  plantings,  and  leave  fields  of  ordinary  crops  unharvested, 
for  want  of  labor  and  credit,  although  the  undertaking  would 
be  justified  if  prices  were  the  only  consideration. 

a  [bid.,  pp.  240  241. 
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Advantage  of  Market  Fluctuations 

There  arc  times  during  the  year  when  market  conditions  i'avor 
farmers  in  their  buying  and  selling.  Farmers  can  liny  cheaper 
in  the  fall,  when  heavy  shipments  of  live  stock,  grain,  and  hay 
are  being  made  to  market.  At  this  season,  the  prices  are  off  a 
little,  because  the  supply,  at  times,  is  greater  than  the  demand. 
Farmers  who  huy  live  stock  to  feed,  find  they  can  go  into  the 
markets  at  these  times  and  huy  at  lower  prices  than  usual.  Those 
who  buy  grains  and  other  feeds  will  find  these  opportunities  the 
most  advantageous  times  to  purchase.  On  the  other  hand,  farm- 
ers who  have  live  stock,  grain  or  other  products  for  market,  will 
profit  by  holding  them  over  dull  or  glutted  market  seasons.  But 
the  chief  handicap  to  the  farmer,  in  controlling  his  own  market 
practices,  is  the  lack  of  credit.  No  matter  how  lucrative  the  bar- 
gains which  can  be  had  in  the  market,  if  the  farmer  has  not  the 
purchasing  power,  he  cannot  take  advantage  of  them.  The 
farmer  who  has  products  to  market  is  at  the  same  disadvantage. 
The  cotton  farmer  affords  a  good  example.  He  obtains  funds  on 
a  crop  lien  to  produce  the  crop ;  the  lien  must  be  paid  at 
a  certain  time,  usually  shortly  after  the  harvesting  season.  The 
crop  must  be  sold  to  pay  this  lien,  regardless  of  the  price  ob- 
tainable, or  the  conditions  of  the  market.  Grain  farmers  and 
some  live  stock  farmers  face  the  same  difficult  problem.  A  crop 
farmer  must  sell  his  crop  and  pay  his  note  when  it  is  due,  and 
a  live  stock  farmer  must  market  his  cattle  and  pay  his  six- 
months'  paper  promptly.  This  promptness  is  only  good  business 
policy,  and  should  be  insisted  upon.  But  other  means  of  credit 
should  be  available  for  farmers,  so  that  they  would  not  be  com- 
pelled to  sell  at  a  temporary  low  price  in  order  to  pay  the  cost 
of  production.  The  farmers'  elevators  and  cotton  and  tobacco 
warehouses,  together  with  the  business  methods  of  cooperative 
organizations,  and  the  use  of  the  trade  acceptances,  have  helped, 
and  will  further  help  out,  this  agricultural  credit  need. 

To  question  the  farmer's  right  to  credit,  to  hold  and  market 
his  products  in  an  orderly  way,  is  to  question  the  whole  struc- 
ture of  our  competitive  society  and  class  equality.  From  what 
other  business  enterprises  are  the  products  marketed  annually, 
when  they  are  finished,  regardless  of  the  price?  The  middle- 
man and  manufacturer  have  ample  credit  to  store  their  products 
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and  market  thein  orderly.  Why  cannot  the  producers  of  the 
raw  materials  act  in  a  similar  way?  They  should,  and  this 
need  will,  undoubtedly,  be  met  when  the  agricultural  producing 
interests  are  organized  in  large  units  and  are  able  to  furnish 
adequate  storage  facilities,  insurance  and  businesslike  practices 
as  other  corporate  enterprises. 

Legitimate  credit  for  the  orderly  marketing  of  farm  products 
will  steady  prices.  Farmers  should  not  be  compelled  to  sell  as 
soon  as  their  crops  are  harvested,  because  they  have  to  pay  labor, 
loans,  and  buy  necessities.  They  should  be  able  to  place  their 
products  on  the  market  in  an  orderly  way  when  the  price  varia- 
tion is  not  too  far  below  normal.  Thus,  a  general  movement  of 
products  toward  the  consumer  should  be  kept  up,  in  contrast  to 
the  prevailing  over-supplied  market  at  one  time,  with  prices 
below  production  costs,  and  at  other  periods  an  under-supplied 
market,  causing  an  unreasonable  upward  movement  of  prices. 
And  a  common  observation  by  agriculturists  is  that  the  period  of 
ascending  prices  is  always  after  the  farmer  has  sold,  and  the 
advantage  accrues  to  the  middlemen  who  are  able  to  hold  the 
products. 

The  New  York  Herald  says : 

"Producers  have  listened  to  sermons  about  increasing  production 
and  satisfying  the  foreign  demand  as  a  means  of  cutting  down  taxes 
and  keeping  a  balance  on  the  right  side  of  the  ledger.  There  is  more, 
more  corn,  more  wheat.  There  are  more  textiles  and  more  shoes  than 
the  country  can  consume,  but  there  is  only  a  restricted  outlet  for  our 
surplus  to  the  markets  tilled  with  eager  buyers  abroad.  The  interests 
of  the  country  will  be  properly  served  if  the  surplus  beyond  our  own 
needs  are  sold  abroad  on  credit."  9 

This  brings  in  a  new  phase  of  credit  in  marketing.  In  order 
to  sell  our  surplus,  we  must  extend  credit  to  foreign  countries. 
The  War  Finance  Corporation  was  a  government  institution 
which  "merely  undertook  to  aid  when  American  citizens  wished 
to  lend,  for  a  term  of  months,  their  raw  materials  or  finished 
products  to  European  interests,  to  be  paid  for  when  these  inter- 
ests have  been  able  to  market  these  raw  materials  or  finished 

» Net'-  York  Herald,  Dec.  3,   1020. 
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products."  And  the  New  York  Commercial  says,  "As  a  gen- 
eral principle,  the  Government  .should  keep  out  of  private  bank- 
ing business,  but  in  an  emergency  where  the  welfare  of  so  large 
a  part  of  the  community  is  involved,  emergency  measures  should 
be  adopted;  by  granting  credit,  America  helps  the  farmer  and  a 
good  customer   (Europe)   at  the  same  time."11 

Bowever,  in  the  meantime,  shrewd  British12  traders  were  not 
asleep.  They  put  into  effect  immediately  their  export  credits 
scheme,  whereby  the  Government  has  assisted  in  financing  ex- 
ports to  the  new  states  of  Europe,  and  within  a  month  the 
British  Government  extended  that  credit  scheme  so  that  aid 
was  given  up  to  100  per  cent  of  the  cost  of  the  exported 
articles,  instead  of  80  per  cent,  as  formerly,  and  British  goods 
are  flowing  into  the  territories  where  American  goods  cannot 
move  at  all.  It  is  up  to  the  United  States  to  pass  some  national 
ruling  whereby  credit  may  be  extended  to  foreign  buyers  of 
foodstuffs,  for  it  is  a  vital  need  to  take  care  of  our  surplus  supply 
and  thus  keep  us  in  equilibrium. 

The  Governor  of  the  Federal  Reserve  Board13  stated  that  no 
banking  business  could  stand  the  strain  involved  in  lending  heav- 
ily on  crops  withheld  from  the  market  indefinitely. 

The  New  York  Times  replied  that  "the  indicated  remedy  is 
not  to  help  the  farmers  to  hold  their  crops  out  of  reach,  but  to 
help  those  who  are  willing  to  sell  at  market  prices  to  trade  with 
those  who  are  willing  to  buy  at  market  prices.  This  would  tend 
to  disprove  the  idea  that  the  lending  would  be  done  for  with- 
holding produce  from  the  market  indefinitely."14  The  result 
would  be  a  constant  flow  of  payments  through  the  year. 

The  "Washington  Wheat  Growers'  Association15  is  a  non-profit 
cooperative  association,  organized  for  the  purpose  of  marketing 
the  wheat  of  its  grower-members  in  the  Pacific  Northwest,  with- 
out speculation  or  manipulation.  During  the  great  financial 
stringency  of  the  winter  of  1920-1921,  this  cooperative  associa- 
tion found  it  necessary  to  provide  a  method  for  securing  funds 

io  Baltimore  Builder,  December,  1020. 
ii-New   Fork  Commercial,  Nov.  28,  1920. 
12  Literary  Digest,  Jan.    1,   1921,  pp.    10-11. 
is  Ibid. 

c   York  Times,  Dec.  10.  1920. 
is  Survey,  March  12,  1921,  p.  857. 


SHORT-TERM  CREDIT  NEEDS  19 

for  its  members.  The  result  of  this  necessity  was  the  issuance 
of  commodity  bonds  under  which  the  actual  growers  of  the 
country  have,  for  the  first  time,  been  able  to  finance  themselves 
by  direct  contact  with  the  investing  public. 

Under  the  specific  contracts  of  the  association,  the  growers  were 
obliged  to  deliver  their  wheat  to  public  warehouses  or  elevators. 
There  they  received  the  usual  warehouse  receipt,  or  grain  tickets, 
specifying  the  quantity  and  grade  of  wheat.  Then  they  drew 
ordinary  drafts  against  the  association  for  an  agreed  amount, 
ranging  between  $1.00  and  $1.25  per  bushel.  The  association 
accepted  the  draft.  The  grower  then  took  the  draft,  secured  by 
documents  or  the  warehouse  receipt,  to  his  local  bank  and  dis- 
counted it  at  the  current  discount  rates.  If  the  bank  was  not  a 
member  of  the  Federal  Reserve  System,  it  kept  the  paper,  or 
sold  it  to  its  city  correspondents,  and  in  due  course  the  drafts 
were  paid  or  renewed.  Most  of  the  drafts  were  for  ninety-day 
maturity.  In  some  instances,  they  ran  for  six  months,  the  limit 
allowed  by  law  for  paper  rediscountable  as  agricultural  paper 
through  the  Federal  Reserve  System.  Where  the  drafts  were 
discounted  by  members  of  the  Federal  Reserve  System,  the  banks 
rediscounted  the  paper  with  the  Federal  Reserve  Bank,  and  the 
paper  moved  into  the  usual  channels  for  commercial  paper. 

As  a  whole,  the  country  banks  of  the  Northwest  gave  real 
support  to  the  growers,  and  did  everything  within  their  power 
to  help  them  minimize  speculation.  But  in  many  counties,  wheat 
is  practically  the  only  cash  crop.  All  demands  for  money,  there- 
fore, come  at  one  time,  and  some  banks  reached  their  rediscount- 
ing  limit  with  the  Federal  Reserve  Bank  and  could  not  secure 
adequate  funds  to  lend  to  the  growers  in  their  districts.  Never- 
theless, it  was  vital  to  secure  some  money  for  the  grower-members 
of  the  association,  to  enable  them  to  pay  off  the  costs  of  pro- 
ducing the  wheat  and  the  actual  expenses  of  mere  existence. 

Geo.  C.  Jewett,  the  resourceful  and  far-sighted  manager  of 
the  Washington  Wheat  Growers'  Association,  thereupon  evolved 
the  plan  for  the  "wheat  gold  bond."  lie  arranged  for  the  is- 
suance of  $500,000  in  bonds  dated  Dec.  1,  1920,  and  payable  June 
1,  1921,  bearing  interest  at  the  rate  of  8  per  cent  per  annum. 
signed  by  the  Washington  Wheat  Growers'  Association  and  the 
Idaho  Wheat  Growers'  Association.     These  bonds  were  handed 
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over  to  the  Lincoln  Trust  Company  at  Spokane,  under  an  express 
trust  agreement.  The  company  agreed  to  deliver  back  to  the 
Wheal  Growers'  Association  $1.00  in  bonds  for  each  bushel  of 
wheat,  upon  the  delivery  to  the  company  of  the  warehouse  re- 
ceipts or  grain  cheeks  covering  the  wheat. 

Thus,  the  trust  company  would  deliver  to  the  Washington 
Wheat  Growers'  Association  $10,000  in  bonds,  running  in  face 
value  from  $100  to  $1,000,  if  the  association  would  deposit  with 
the  company  warehouse  receipts  covering  at  least  $10,000  in 
bushels  of  wheat. 

Arrangements  were  made  for  protecting  the  bond  holders  in 
the  event  of  any  extraordinary  decline  in  the  value  of  the  wheat, 
and  indicated  on  the  face  of  the  bond.  As  wheat  receipts  were 
delivered  to  the  trust  company,  bonds  were  delivered  to  the 
Wheat  Growers'  Association.  The  association  then  proceeded  to 
sell  the  bonds  and  sold  all  of  them  at  par,  plus  accrued  in- 
terest. These  sales  were  made  to  investors  in  and  about  Spo- 
kane. Then  short-time  bonds,  each  secured  by  a  non-perishable 
commodity,  appealed  to  the  investors  of  eastern  Washington  as 
a  safe  security  with  far  better  interest  than  savings  banks  or 
other  similar  institutions  could  pay. 

This  bond  is,  perhaps,  the  wedge  of  a  newT  financial  system, 
under  which  the  growers  of  the  country  can  first  exhaust  the 
usual  channels,  and  then  tap  the  great  resources  of  the  investing 
public,  directly  and  without  the  intervention  of  speculators, 
for  the  orderly  merchandising  of  their  crops.  Bankers  and  ex- 
perts on  bonds  and  commercial  paper  have  given  unstinted  praise 
to  this  new  development.  Commodity  bonds,  however,  would  be 
dangerous  without  stabilizing  forces  behind  them,  such  as  co- 
operative marketing  associations.  They  would  be  unwise,  with 
anything  except  non-perishable  products  of  universal  use  and  of 
constant  current  market  demand. 

The  eastern  investor  has  frequently  taken  millions  and  mil- 
lions of  dollars  of  short-time  commercial  paper,  issued  by  the 
Chicago  packers  and  other  manufacturers  wTith  the  general  credit 
of  the  packers  or  manufacturers,  behind  them,  and  nothing 
more.  These  commodity  bonds,  each  secured  by  specific  non- 
perishable  products,  readily  salable  and  universally  used,  should 
prove  equally  as  desirable,  both  for  yield  and  security,  as  any 
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short-time  paper  issued  in  the  United  Stales,  except  United 
States  treasury  certificates.  In  the  opinion  of  .students  of  co- 
operative marketing  and  cooperative  financing,  and  especially 
in  the  judgment  of  H.  G.  Coykendall,  one  of  the  most  sueeessful 
cooperative  managers  on  the  Pacific  Coast,  the  issuance  of  com- 
modity bonds  by  the  Washington  Wheat  Growers'  Association  is 
the  most  progressive  point  reached  by  the  cooperative  movement 
in  the  last  three  years. 

The  Washington  Wheat  Growers'  Association  seems  to  have 
struck  the  keynote  of  success  for  providing  credit  for  market- 
ing. Of  course,  variations  in  this  plan  would  have  to  be  adopted 
to  meet  local  conditions  and  changing  financial  conditions,  but 
the  principles  are  sound.  However,  any  such  plan  which  may  be 
adopted  by  farmers'  organizations  will  need  to  guard  absolutely 
against  any  radical  indulgence  into  holding  for  higher  prices. 
Holding  for  higher  prices  is  just  as  foreign  to  a  system  of 
orderly  marketing  of  crops  as  a  forced  system  of  marketing  in 
too  large  a  quantity,  which  unduly  depresses  prices. 

Necessary  Traveling  Expenses 

Looking  back  over  agricultural  history,  we  find  that  the  farm- 
ers who  stand  out  prominently  have  been  travelers.  English 
history  affords  the  most  worthy  examples  in  the  names  of  Jethro 
Tull,  Thomas  Coke  and  Robert  Bakewell,  to  whom  much  credit 
is  due  for  the  great  progress  made  in  English  agriculture  in  the 
eighteenth  and  nineteenth  centuries.  They  studied  the  agricul- 
tural practices  of  the  best  farmers  in  England  and  on  the  Conti- 
nent, and  with  their  own  knowledge  applied  them  to  advantage, 
obtaining  fruitful  results.  Tull  invented  the  corn  drill  and  a 
harrow,  and  promulgated  the  principal  theories  of  plant  growth 
and  soil  fertility  of  his  age;  Coke  is  one  of  the  best  representa- 
tives of  English  farming  on  a  big  scale;  Bakewell  produced  the 
Leicestershire  sheep,  and  made  great  improvements  in  other 
breeds.  So  great  were  his  improved  breeds  of  sheep,  that  it  was 
said  England  had  two  pounds  of  mutton,  where  she  had  had 
only  one.  He  then  turned  his  attention  to  cattle  and  horses, 
and  made  noteworthy  improvements  in  the  breeds. 

Among  the  American  farmer's,  those  who  stand  out  as  leading 
examples   have,    invariably,   been    travelers.      Peter   TTopley    of 
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towa,  who  started  with  aothing  but  health,  energy  and  brains, 
and  made  himself  a  millionaire  farmer,  is  an  excellent  illustra- 
tion of  a  successful  farmer  who  accomplishes  much  by  traveling. 
.Mr.  Hopley  attributes  a  great  part  of  his  success  to  the  lessons 
he  learned  in  traveling  and  studying  farm  practices  elsewhere. 
He  was  a  live  stork  farmer,  raising  horses  principally.  He  trav- 
eled widely  in  America,  visiting  the  best  farmers  and  live  stock 
shows,  and  every  year,  from  1884  until  1914  inclusive,  he  made 
one  or  two  trips  to  Europe.16  Many  farmers  are  barred  from 
attending  stock  shows,  fairs,  experiment  station  farms  and  farm- 
ers' week  at  state  agricultural  colleges,  for  want  of  a  little  extra 
money  at  these  particular  times.  No  one  would,  approve  loaning 
farmers  money  with  which  to  visit  promiscuously,  or  to  take 
summer  vacations,  but  for  such  educational  purposes  as  those 
enumerated,  it  would  be  a  wise  use  of  borrowed  funds. 

Circulating  Capital  Necessary 

The  purpose  of  the  preceding  paragraphs  on  short-term  agri- 
cultural credit  has  been  to  show  the  farmer's  need  for  current 
funds.  A  farmer  who  is  running  a  successful  business  invests 
his  funds  in  production  capital.  He  does  not  keep  money  idle ; 
no  progressive  business  man  does.  A  merchant  who  buys  a  new 
supply  of  goods  is  not  expected  to  have  ready  cash  to  pay  for 
them.  Even  a  stock  exchange  broker  who  is  speculating  in  se- 
curities usually  pays  at  the  time  of  purchase  only  ten  to  twenty 
per  cent  of  the  price,  and,  in  mast  cases,  that  amount  is  bor- 
rowed money.  No  one  would  deny  the  need  of  credit  for  these 
commercial  and  speculative  businesses.  However,  the  need  for 
credit  to  carry  on  the  business  of  producing  food  and  clothing  is 
much  greater.  The  principal  uses  for  which  agriculture  needs 
current  credit  have  been  pointed  out,  and  unless  farmers  can  be 
allowed  access  to  credit  for  these  purposes,  their  full  productive 
capacity  cannot  be  exercised.  No  farmer  can  be  expected  to  keep 
on  hand  $10,000  to  buy  a  herd  of  cattle  feeders,  or  even  a  thou- 
sand dollars,  to  purchase  fertilizers  for  his  spring  crops.  The 
main  purpose  of  the  modern  credit  machinery  is  supposed  to  be  to 
further  useful  production,  including  marketing.     The  modern 

i6  Hopley,  Peter,  "How  T  Made  a  Million  Dollars  Farming,"  1018,  Farm 
and  Fircsifli .  vol.  42,  No.  2,  pp.  5-13. 
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costs  of  production,  and  outlays  involved,  which  are  greater  than 
the  average  farmer's  ready  purchasing  power,  make  the  use  of 
credit  as  necessary  as  the  land  itself.  This  fact  has  been  made 
much  clearer  to  the  American  people,  and  especially  financiers 
and  business  men,  during  the  last  few  years  of  high  prices.  Com- 
prehending this  need,  the  draftees  of  the  Federal  Reserve  Bank- 
ing Law  and  members  of  the  directing  Board,  made  liberal  pro- 
visions for  agricultural  and  live  stock  paper,  extending  to  the 
maximum  time  of  six  months. 


CHAPTER  TI 
INTERMEDIATE  CREDIT 

Fixed  Improvements 

Modern  farming  requires  a  considerable  outlay  for  improve- 
ments, such  as  clearing,  fencing,  buildings,  drainage,  irrigation, 
the  setting  of  orchards,  vineyards,  and  the  like.  In  the  United 
States,  improvements  needed  vary  in  different  sections  of  the 
country.  In  the  dry  regions  of  the  West  and  Southwest,  irri- 
gation is  the  greatest  need.  The  waste  lands  of  northern  Michi- 
gan, Wisconsin  and  Minnesota,  and  the  cut-over  timber  lands 
of  the  Appalachian  region,  require  clearing,  fencing  and  build- 
ings. The  swamp  lands  of  Virginia,  Michigan,  Ohio  and  Illinois 
require  expensive  drainage  and  liming.  Each  community  has  its 
special  requirements,  but  wherever  the  location,  the  problem  of 
maintenance  is  always  present.  For  any  of  these  improvements, 
unrecallable  credit  is  the  first  prerequisite,  because  it  will  re- 
quire several  years  for  the  increased  income,  due  to  the  improve- 
ments, to  earn  the  cost  of  the  improvements.  State  banks  and 
the  mortgage  banks  remain  the  only  alternative,  and  these  banks 
are  unable  to  handle  more  than  a  very  small  portion  of  this  class 
of  credit,  because  the  state  banks  generally  do  not  have  the  loan- 
able funds  and  the  mortgage  banks  find  this  class  of  small  loans 
often  too  expensive  for  their  organization  to  handle.  Also,  legal 
and  economic  restrictions  in  the  nature  of  distance,  lack  of  knowl- 
edge of  the  security,  or  a  market  for  the  paper,  are  often  the 
obstructing  factors. 

What  then  is  the  need  with  regard  to  this  intermediate  credit 
and  with  what  banking  facilities  is  it  to  be  met  ?  The  agricul- 
tural need  is  obvious ;  but  the  banking  facilities  are  unadaptable. 
The  national  banks,  before  the  Federal  Reserve  Act,  were  un- 
able to  handle  anjr  of  this  class  of  credit,  except  by  illegal  prac- 
tices, because  they  were  forbidden  by  law  to  loan  on  the  security 
of  real  property;  and  the  length  of  term  was  prohibitive.     But 
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under  the  Federal  Reserve  Act,  the  national  banks  in  agricul- 
tural communities  are  authorized  to  loan  a  limited  amount  on 
first  mortgages  on  farm  lands,  not  to  exeeed  five  years. 

Will  the  banks  use  this  privilege  to  take  eare  of  the  credit 
needs  for  permanent  agricultural  improvements?  No,  they  can- 
not. The  banks  are  forbidden  to  accept  a  second  mortgage  and 
the  farms  that  need  permanent  improvements  the  most,  are 
mortgaged.  This  bars  most  of  the  national  banks  from  meeting 
this  need.  Should  the  national  banks  handle  this  intermediate 
credit?  That  depends  on  the  bank's  ability,  its  location,  the 
amount  of  this  intermediate  credit  that  is  called  for,  and  the 
credit  demands  for  other  purposes.  A  national  bank  should  not 
loan  too  much  for  one  purpose,  and  especially  not  for  a  purpose 
out  of  line  with  the  general  banking  practices  of  the  system. 
But  that  does  not  alter  the  fact  that  these  are  the  acute  inter- 
mediate credit  needs  of  agriculture.  The  Federal  Farm  Loan 
System1  cannot  take  care  of  this  intermediate  credit,  because 
it  is  legally  prohibited  from  accepting  loans  for  a  shorter  period 
than  five  years,  and,  also,  requires  a  first  mortgage.  Why  could 
not  this  class  of  credit  be  handled  by  notes  secured  by  the  in- 
sured improvement,  or  some  other  property  equal  to  the  value 
of  the  notes  under  all  ordinary  conditions,  and  sold  in  the  open 
discount  market? 

Obviously,  the  difficulty  presents  itself  in  the  form  of  three 
more  questions:  Would  the  farmer  always  be  able  to  pay  when 
the  note  was  due?  Could  the  paper  be  standardized  for  market 
purposes?  And  who  would  invest  in  this  paper?  If  the  note  is 
adequately  secured,  payment  would  be  assured  for  all  except 
extraordinary  cases,  which  may  occur  in  any  business,  and  the 
farmer  who  is  sensitive  to  his  liabilities  would  provide  for  the 
payment.  It  might  be  argued  that  the  farmer  is  not  as  sensitive 
about  the  payment  of  his  debts  as  he  should  be,  and  much  of 
this  paper  woidd  not  be  liquidated  when  due,  but  would  pile  up 
in  the  market  as  "frozen"  credit.  Some  of  this  would  occur 
occasionally,  as  it  does  in  any  business.  The  farmer  alone  is  not 
to  blame.  At  limes,  conditions  make  it  impossible  for  the  best 
of  customers  to  meet  their  obligations,  but  a  credit  system  should 
be  flexible  enough  to  meet  these  emergencies. 

i  For  a  brief  account  of  llio  Federal  Farm  Loan  System  sop  Appendix   A. 
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(Amid  tlu-  paper  be  standardized!  The  chief  factor  in. stand- 
ardizing paper  is  the  security.  Could  not  the  paper  for  silos, 
drainage,  irrigation,  fencing,  clearing,  and  the  like,  be  secured 
just  as  uniformly  as  the  paper  based  on  live  stock  and  movable 
capital?  It  would  be  more  difficult  to  maintain  the  standard  of 
security  for  the  improvement  paper  because  of  the  longer  term, 
and  this,  perhaps,  is  one  of  the  chief  drawbacks  to  it.  The  other 
factors  in  the  standardization  of  this  class  of  paper  seem  too 
simple  to  be  included  in  this  analysis. 

Who  would  buy  this  paper?  Who  buys  any  good  class  of 
short-term  certificates?  This  class  of  paper  would  be  sought 
for  by  that  class  of  investors  who  are  looking  for  short-term  in- 
vestments from  one  to  five  years,  and  who  want  paper  which  can 
be  disposed  of  at  any  time,  if  necessary.  This  includes  innum- 
erable business  houses,  corporations,  savings  banks  and  trust  com- 
panies, insurance  companies  and  private  enterprises. 

Clearing 

The  larger  portion  of  the  farming  lands  of  the  United  States 
is  already  cleared,  yet  there  are  large  areas  of  uncleared  and 
cut-over  lands.  These  lands  are  in  nearly  every  state,  but  large 
tracts  of  economic  importance  are  in  the  Appalachian  regions  of 
the  Carolinas,  Tennessee,  Kentucky,  Virginia  and  West  Virginia. 
Also,  the  regions  in  and  about  the  Ozark  Mountains  contain  large 
tracts  of  forest  and  cut-over  lands.  Virgin,  cut-over  and  waste 
lands  are  abundant  in  most  all  of  the  Northern  States,  from 
Maine  to  Oregon.  The  cost  of  clearing  lands  will  vary  in  dif- 
ferent places.  In  Oregon,  it  was  found  by  Messrs.  Lewis  and 
Viekers,  in  1915,  that  the  average  cost  of  clearing  land  and  set- 
ting with  apple  trees  was  about  $112.82  an  acre.2  At  these  rates, 
a  considerable  outlay  is  necessary  where  land  is  yet  in  the  rugged 
state,  and  generally  it  will  not  be  possible  to  complete  the  pay- 
ment for  clearing  alone  in  one  year.  In  the  case  of  planting  new 
land  to  orchard,  as  in  Oregon,  it  will  be,  perhaps,  under  the  best 
of  conditions,  five  to  eight  years  before  any  substantial  income 
can  be  expected.  Then,  is  not  the  length  of  time  required  pro- 
hibitive for  the  commercial  banks?    It  is,  except  in  cases  where 

2  "The  Economics  of  Apple  Orcharding,"  by  C.  I.  Lewis  and  H.  A. 
VlOKER,  15th  Oregon  Station  Bull.,  p.  3. 
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they  have  a  surplus  for  investment.  Perhaps  the  farm  mortgage 
privilege  of  the  member  banks  for  a  period  of  five  years  will  take 
eare  of  this  need.  But  the  difficulty  is,  where  this  need  is  really 
acute,  the  land  is  already  mortgaged,  and  the  member  banks 
cannot  accept  any  security  but  a  first  mortgage. 

This  eliminates  the  Federal  Reserve  banking  system  from  this 
field  of  business,  except  in  cases  where  the  loan  can  be  paid 
within  six  months.  Renewals  are  provided  for  and  loans  are 
often  made  for  six  months,  when  the  banker  thoroughly  under- 
stands that  the  farmer  will  not  be  able  to  pay  for  a  year  or 
more ;  but  such  cases  are  where  the  borrower  is  a  well-known 
customer,  and  the  bank  has  a  surplus  of  loan  funds.  But  this 
provides  for  only  the  unnecessary  cases  or,  at  most,  not  for  the 
cases  where  credit  is  most  needed,  and  certainly  would  not  stand 
the  test  of  any  unusual  or  urgent  conditions  which  really  are  the 
tests  of  a  successful  banking  system. 

This  docs  not,  however,  mark  the  failure  of  the  Federal  Re- 
serve banking  system,  but  it  does  mark  it  as  unable  to  satisfy  this 
particular  credit  need.  Maybe  some  of  the  long-term  credit 
granting  institutions  can  take  care  of  this  need.  The  Federal 
land  banks  are  eliminated,  because  they  cannot  extend  credit 
for  less  than  five  years.  The  mortgage  banks  and  life  insurance 
companies  do  not  seek  this  class  of  short-term  investments.  State 
banks  are  generally  scarce  in  the  pioneer  regions  w7here  this  need 
is  greatest,  and  loan  funds  are  equally  scarce  in  these  regions ; 
or  the  state  banks  are  simply  unable  to  meet  these  needs.  Then 
the  only  solution  left  seems  to  be  that  of  standardizing  such 
paper,  handling  it  through  the  banking  system  on  its  way  to  an 
open  discount  market  for  all  paper. 

Buildings 

Home  buildings  and  farm  buildings  for  the  protection  of 
equipment  and  property  are  part  of  the  initial  outlay  in  starting 
a  farming  business.  Where  these  fixtures  already  have  been  con- 
structed, upkeep,  improvements  and  additions  require  intermit- 
tent outlays.  The  amount,  to  be  sunk  in  these  necessary  fixtures 
is  a  business  problem  to  be  handled  with  judgment.  The  kind 
of  buildings,  the  arrangement,  and  cost,  will  depend  somewhat 
upon  the  farming  operations  to  be  carried  on.     Many  farmers 
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have   constructed   expensive,    fashionable   home   buildings   and 

barns.  Such  buildings  are  often  out  of  proportion  to  the  income 
netted.  Less  expensive  buildings  would  be  just  as  comfortable 
and  useful.  Bowever,  accessary  farm  buildings  require  in  any 
event  a  handsome  outlay.  The  farmer  should  be  able  to  con- 
struct accessary  buildings  with  unrecallable  capital,  which  he 
can  repay  by  installments.  The  plan  of  the  city  building  and 
loan  association  for  enabling  working  men  to  build  homes  and 
pay  by  installments  for  a  period  of  years,  is  an  admirable  plan, 
which  could  well  be  adopted  in  the  construction  of  farm  build- 
ings. The  financing  of  farm  buildings  is  removed  from  the  field 
of  national  banking  operations;  and  there  are  no  banking  facili- 
ties to  take  care  of  these  needs.  AY  hat  concern  should  the  na- 
tional system  of  banking  have  with  this  problem  ?  Buildings  are 
necessary  productive  equipment.  Comfortable  and  servieeable 
home  buildings  are  a  stimulus  to  thrift  and  progress.  The  other 
farm  buildings  are  a  necessity  for  production.  A  live  stock 
farmer  needs  silos  and  barns ;  a  grain  farmer,  barns,  bins  and 
storage  buildings ;  a  fruit  farmer,  a  packing  house,  a  cold  storage 
plant,  and  the  like.  No  farmer  can  produce  efficiently  without 
these  fixed  capital  equipments.  The  need  is  obvious,  and  further 
explanation  seems  superfluous,  but  how  to  satisfy  this  need  is 
a  complex  question.  These  loans  are  too  short  for  the  invest- 
ments of  mortgage  banks,  life  insurance  companies,  and  the 
Federal  land  banks,  and  too  long  for  the  national  banks.  Could 
the  savings  departments  of  the  national  banks  carry  some  such 
department,  on  the  principles  of  the  building  and  loan  asso- 
ciation plan,  for  this  purpose?  No,  because  the  success  of  the 
national  banks  depends  upon  savings  and  deposits,  and  if  these 
are  used  for  another  purpose,  one  of  their  banking  principles  will 
be  destroyed.  Also,  where  these  kinds  of  loans  are  needed  most, 
savings  are  least.  This  precludes  any  such  plan.  Then,  the 
only  solution  seems  to  be  something  in  addition  to  the  present 
banking  facilities.  What  will  this  something  be?  Short  term 
notes,  based  upon  insured  improvements  and  perhaps  other  forms 
of  collateral  which  are  collected  in  large  volume,  standardized 
and  sold  in  an  open  discount  market,  will  go  a  long  way  toward 
completely  satisfying  this  need. 
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Fencing 

The  problem  of  farm  fencing  is  no  longer  one  of  brush  and 
split  rails,  taken  from  the  field  itself  by  cheap  labor.  The  mod- 
ern high-priced  labor,  and  expensive  posts  and  wire,  require  con- 
siderable outlay.  These  are  improvements  that  must  be  made, 
and  the  direct  income  from  them  is  nil.  On  a  new  farm,  fenc- 
ing is  a  part  of  the  initial  outlay  for  starting  business,  and  on 
an  improved  farm  it  is  a  part  of  the  maintenance  and  extension 
expenses.  In  either  case,  it  is  an  outlay  from  which  immediate 
returns  are  not  forthcoming,  and  the  farmer  must  either  have 
saved  a  surplus  fund  to  make  these  improvements,  or  be  allowed 
to  pay  for  them  out  of  surplus  earnings,  as  they  accrue. 

Drainage 

Large  areas  of  farm  lands  in  the  United  States  require  arti- 
ficial drainage.  This  is  expensive.  The  cost  of  draining  farms 
in  Michigan,  Illinois  and  Ohio,  in  some  cases,  with  which  the 
writer  is  familiar,  has  run  as  high  as  an  average  of  $200.00  an 
acre.  The  majority  of  farms  are  drained  much  cheaper.  John 
B.  Shepherd,  agricultural  statistician  for  the  state  of  New  York, 
reported  in  April,  1921,  that  "nearly  20  per  cent  of  the  farm 
lands  of  the  state  was  reported  to  be  in  need  of  artificial  drain- 
age. The  expenditure  needed  to  put  this  land  on  a  good  busi- 
ness basis  was  estimated  at  71  cents  per  rod  for  the  tile,  and  88 
cents  for  the  work."  The  advanced  sheets  of  the  1920  Census 
show  the  total  area  in  organized  drainage  enterprises  in  Illinois 
to  be  4,011,330  acres,  or  11.2  per  cent  of  the  total  area  of  the 
state,  and  the  cost  of  these  organized  drainage  projects  aggre- 
gates $43,607,161.  The  area  of  land  drained  by  private  enter- 
prises is  unknown,  but  it  is  very  large,  perhaps  more  than  that 
in  organized  drainage  districts. 

This  type  of  fixed  investments  indicates  another  use  of  the 
savings  of  the  agricultural  classes,  and  also  another  reason  for 
the  small  bank  deposits  in  some  agricultural  communities.  For 
the  same  reasons  as  stated  above  regarding  other  long-time  de- 
velopments, the  national  bank's  arc  disqualified  to  handle  this 
type  of  credit  in  large  amounts.  There  seems  only  one  possible 
solution  for  tins  problem,  viz.,  the  organized  districts  can  be 
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financed  by  short-term  bonds,  and  the  private  enterprises  by 
secured  notes.  The  national  banks  could  and  should  act  as 
mediators  and  agents  for  both  of  these,  and  the  discount  market 
at  the  principal  financial  centers  should  care  for  this  class  of 
standardized  paper.  The  Federal  Reserve  Board  has  informally 
ruled  that  "farmers'  notes,  the  proceeds  of  which  are  used  for 
tilling  farms  or  for  draining  land  already  in  use  as  farm  land, 
should  be  classified  as  agricultural  paper,  and  are  eligible  for 
rediscount."3  The  drainage  is  considered  incidental  to  the  till- 
age, which  it  is.  But  this  ruling  covers  only  a  small  portion  of 
the  drainage  credit  in  private  enterprises;  that  is,  only  the  paper 
maturing  within  six  months.  Perhaps  the  Federal  Reserve 
Board  knew  the  cost  of  drainage,  and  the  extent  of  it  in  private 
enterprises ;  but  this  ruling  skims  out  a  negligible  part  of  the 
aggregate,  and  leaves  the  larger  portion  for  some  other  method 
of  financing.  Consequently,  the  local  banker  selects  from  the 
best  class  of  this  paper,  what  he  wishes  for  his  banking  prac- 
tices. But  this  results  in  unfairness  to  society.  The  local  bank- 
ers handle  what  they  can  conveniently,  select  the  best,  and  let 
the  rest  of  society  take  care  of  itself. 

Where  the  area  to  be  drained  is  large  enough,  it  can  be  financed 
best  if  a  drainage  district  is  formed  and  a  mortgage  bond  issue 
floated.  After  examining  the  drainage  laws  of  Illinois,  Missouri, 
Arkansas,  Mississippi,  Michigan,  and  Louisiana,  it  is  clear  that 
the  three  principal  methods  followed  in  forming  a  drainage  dis- 
trict are :  Three  or  more  land  owners  in  a  district ;  a  majority 
of  the  land  owners  in  a  district ;  or  the  number  owning  the  ma- 
jority of  land  in  a  district,  may  petition  the  Circuit  Court  for 
the  formation  of  a  drainage  district.  The  procedure  varies  in 
different  states,  but  these  three  methods  will  cover  most  cases. 
Upon  receipt  of  the  petition,  the  court  appoints  an  engineer  who 
inspects  the  proposed  district.  Then,  after  due  notification,  a 
hearing  is  held,  at  which  reasons  for  and  against  the  drainage  of 
the  proposed  district  are  considered.  If  the  court  finds  it  best  to 
establish  the  drainage  district,  the  organization  is  effected,  and 
carried  out,  according  to  the  state  drainage  law. 

The  usual  method  of  financing  a  drainage  district  operation 
is  on  the  same  principle  as  that  of  most  cooperative  undertak- 

3  Federal  Reserve  Board,  Informal  Killing,  August,  1918,  p.  743. 
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ings;  that  is,  the  land  owners  pay  in  proportion  to  the  benefits 
derived,  as  near  as  can  be  estimated.  The  payments  arc  usually 
collected  in  the  form  of  a  tax.  Generally,  the  banks  can  act  in 
this  matter  only  as  agents,  except  in  the  cases  where  the  loans 
are  to  be  paid  within  six  months ;  this  would  include  a  very  small 
per  cent  of  the  total.  The  banks  could,  however,  assist  greatly 
in  standardizing  such  paper  and  placing  it  on  the  market. 

Irrigation 

A  vast  expanse  of  arid  land  in  the  United  States  is  valuable 
for  agricultural  purposes,  when  irrigated.  According  to  the 
fourteenth  Census,  the  total  irrigated  area  in  the  United  States 
was  19,191,716  acres.4  Of  this,  6,848,807  acres  were  irrigated 
as  individual  and  partnership  enterprises;  6,581,400  acres,  under 
cooperative  enterprises. 

The  irrigated  regions  are  largely  in  Utah,  Wyoming,  Idaho, 
California,  Nevada,  Colorado,  Arizona  and  Montana.  The 
scheme  of  irrigating  had  its  origin  among  the  Mormon  colonies 
in  Utah. 

The  cooperative  projects  are  usually  organized  on  the  joint- 
stock  plan.  The  capital  stock  is  usually  sold  to  members  for  so 
much  labor.  One  share  of  stock  has  one  vote.  Then,  the  mem- 
bers are  assessed  a  definite  tax  each  year,  in  order  to  keep  the 
project  in  operation.  The  stock,  of  course,  is  all  owned  by  per- 
sons to  be  served  by  water  rights.  However,  funds  have  been 
raised  by  subscribing  capital,  by  direct  assessment  of  the  capital 
stock,  by  small  loans,  and  by  bonds.  In  some  cases,  settlers  have 
cooperated  in  building  works  by  their  own  labor.  Some  of  the 
best  examples  of  cooperative  irrigation  are  to  be  found  in  the 
citrus  groves  of  California. 

In  speaking  of  the  plans  and  cost  of  irrigation,  G.  IT.  Powell 
(deceased),  when  General  Manager  of  the  California  Fruit 
Growers  Exchange,  said : 

"Under  some  of  the  mutual  companies  in  the  fruit  districts,  it  was 
originally  intended  to  have  one  share  of  stock,  with  a  par  value  of 
$100.00,  for  each  acre  to  be  irrigated.  As  a  rule,  a  share  represented 
the  equivalent  of  one-tenth  miner's  inch  of  water,  flowing  continuously; 

*  Fourteenth  Census,  1910. 
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although  this  varied  (<>  some  extent.  Sometimes,  there  were  ten  shares 
an  acrej  with  pur  value  of  $10.00,  so  the  valuation  lor  each  acre  and 
for  each  miner's  inch  was  hardly  sufficient  for  ten  acres  of  mature  citrus 

orchards,  hut  that  it  was  enough  i'or  seven  or  eight  acres.  Extra  shares 
in  water  companies  were  purchased  by  orchardists,  to  provide  the  addi- 
tional water  needed  tor  full-grown  trees,  so  that  the  par  value  of  an 
acre  water  light,  based  on  present  use.  is  about  $125.00.  Under  other 
companies,  one  miner's  inch  served  only  live  acres  from  the  start.  The 
market  value  of  shares  is  influenced  by  supply,  demand,  and  various 
local  conditions,  as  well  as  by  the  original  cost;  and  acre  rights  are 
now  valued  at  from  $100.00  to  $300.00  for  citrus  fruits."  5 

Whether  irrigation  is  carried  on  by  the  individual,  partner- 
ship, or  cooperative  organization,  the  capital  outlay  required  is 
considerable,  and  should  be  made  with  unrecallable  funds,  which 
may  be  paid  up  by  annuities. 

Orchards,  Vineyards,  and  the  Like 

Fruit  farming  is  one  of  the  most  important  agricultural  pur- 
suits in  spine  sections  of  the  United  States.  Regions  well-known 
for  fruit  growing  are  New  York,  Michigan,  the  Virginias,  the 
Ozark  regions,  Washington,  Oregon,  Pennsylvania,  Florida  and 
California. 

We  have  learned  under  irrigation  that  the  cost  of  irrigating 
some  citrus  lands  in  California  runs  as  high  as  $100.00  to  $300.00 
for  the  acre.  Another  factor  that  should  be  considered  in  this 
connection  is  the  length  of  time  which  must  elapse  before  a  pay- 
ing fruit  crop  can  be  expected.  Irrigation  and  drainage  are  not 
factors  in  some  fruit  regions,  but  the  time  element  is  a  factor 
in  all  fruit  regions,  and  with  all  kinds  of  fruits.  Of  course,  the 
time  required  before  a  young  orchard  bears  fruit  in  paying 
quantities  differs  with  the  different  fruits.  Since  the  apple  is 
"king  of  American  fruits,"  we  shall  consider  the  time  and  capi- 
tal elements  involved  in  its  production. 

The  expense  for  each  acre  of  setting  an  orchard  with  two- 
year-old  trees,  say  Macintoshes,  would  be  considerable.  It  wrould 
include  such  items  as :  the  price  of  the  trees,  labor,  and  incidental 
expenses.  Also,  expert  labor  must  be  employed,  and  care  must 
be  used  in  cultivating  the  trees  for  the  following  five  to  eight 

s  PowF.rx,  G.  H.,  "Co-operation  in  Agriculture,"  101f>,  p.  265. 
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years,  before  production  in  paying  quantities  can  be  expected. 
In  the  meantime,  interest  must  be  paid  for  the  money  invested 
in  the  land  and  the  young  orchard ;  taxes  must  be  paid ;  spray 
materials  and  pruning  tools  bought;  but  no  income  can  be 
realized  direct  from  the  orchard.  Many  fruit  farmers,  however, 
do  make  a  substantial  income  from  fillers  and  intercrops.  That 
is,  other  fruits,  as  peaches,  plums,  pears,  and  cherries,  are  grown 
in  between  the  rows  of  apple  trees.  Sometimes  beans,  peas,  cab- 
bages, corn,  wheat,  oats  and  other  small  crops  are  grown  in  a 
young  orchard.  Such  use  of  the  land  until  the  orchard  is  of 
bearing  age,  helps  to  keep  down  the  expenses  and  often  yields 
a  fair  income. 

One  of  the  best  statements  of  the  actual  money  outlay  for 
developing  an  apple  orchard  is  that  given  by  Professor  M.  C. 
Burritt  for  his  own  twelve-year-old  apple  orchard  in  New  York 
State  (1916).  The  rows  are  thirty-six  feet  each  way,  filled  one 
way  with  plums  and  pears.    Professor  Burritt  says,  in  part : 

"On  this  seven  and  a  half  acre  orchard,  containing  something  over 
two  hundred  trees,  we  have  spent,  in  the  last  twelve  years,  $1,579.50, 
or  $208.93  an  acre,  including  intei'est  on  valuation.  We  now  value  it 
at  about  $225.00  an  acre.  We  have  secured  a  gross  income  from  that 
piece  of  land  of  a  little  over  $1,438.55,  or  $190.28  an  acre,  but  it  still 
owes  us  $140.95,  or  $18.60  an  acre.  In  other  words,  after  paying  for 
all  the  labor,  and  five  per  cent  interest  on  the  capital  invested  in  the 
land,  we  still  lack  nearly  $141.00  of  breaking  even,  at  twelve  years. 
The  total  income  was  obtained  from  the  orchard  itself,  from  plurn 
and  pear  tillers,  and  from  intercrops. 

"The  $208.93  total  costs  were  made  up  of  $43.12  for  man  laboi', 
$27.20  for  horse  labor,  and  $138.61  for  materials  and  interest.  The 
income  from  the  orchard  was  $807.53  from  crops,  or  $10(5.80  an  acre 
for  the  twelve  years;  that  is,  a  little  less  than  $10.00  an  acre  for  each 
year,  for  crops.  We  charge  the  interest,  taxes,  and  overhead  charges 
all  against  the  orchard;  it  is  net,  so  far  as  the  piece  of  land  is  con- 
cerned.  From  the  plums  and  pears,  we  obtained  $415.44,  and  from 
the  apples  $215.58,  or  about  $28.50  an  acre." 

The  outlay  required  for  developing  an  orchard   will    not  be 
the  same  for  any  two  communities,  unless  it  is  a  mere  coinci 
dence.     The  necessary  expenditure  depends  upon  such   factor's 
as  the  price  of  land,   interest    rates,  taxes,  cost   of  labor,   equip 
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incut,  working  capital,  climatic  conditions,  and  the  necessary 
preparation  of  the  land.  For  example,  in  Oregon,  it  was  found 
that  the  average  cost  of  clearing  land  and  planting  with  apple 
trees  was  about  $112.82  an  acre;  and  the  average  costs  for  main- 
tenance and  development  of  a  young  orchard  were:  two  to  three 
years  of  age,  $62.72  an  acre;  four  to  five  years,  $60.36;  and  six 
to  seven  years,  less  receipts,  $52.87  an  acre.6  Also,  it  was  found 
much  less  expensive  to  produce  apples  on  large  units  than  on 
small  units.7  The  average  costs  of  producing  apples  in  orchards 
six  to  nine  years  old,  with  an  average  yield  of  120  hushels  an 
acre,  were:  maintenance,  $30.71;  overhead,  $57.03;  handling, 
$53.18;  making  a  total  of  $140.92.  The  average  costs  of  pro- 
duction in  apple  orchards  ten  to  eighteen  years  old,  with  an 
average  yield  of  233  boxes  to  an  acre,  were :  maintenance,  $40.75 ; 
overhead,  $110.76  ;  handling,  $68.99  ;  making  a  total  of  $220.60. 

In  the  \Yenatchee  Valley,  of  Washington  State,  the  costs  of 
producing  apples  on  87  ranches  in  1914  were  found  to  be 
$469.73  an  acre,  including  the  following  items :  labor  cost, 
$179.09 ;  materials,  $103.71  ;  and  fixed  costs,  $186.93.  Materials 
include  such  items  as  box  shooks,  nails,  paper,  labels,  spray 
material,  manure,  gasoline  and  oil.  Fixed  costs  include  such 
items  as  taxes,  water  tax,  insurance,  interest  on  investment, 
equipment  charge,  and  packing  house  building  charge.8 

The  same  plan  of  investigation  which  was  used  in  the  Wenat- 
chee  Valley  was  applied  in  the  Yakima  Valley  in  1915.  Here, 
the  average  cost  of  producing  apples  for  120  farms  was  found 
to  be  $345.68  an  acre.9 

The  annual  apple  crop  of  the  United  States  averaged  64,672,- 
200  barrels  (three-bushel  barrels)  for  a  period  of  twenty  years, 
1895  to  1915  inclusive.  In  1910,  the  crop  was  much  below  nor- 
mal; the  estimate  for  the  year  was  47,213,000  barrels  (three- 
bushel  barrels).  The  total  valuation  of  the  crop  for  that  year 
was  estimated  at  $134,273,772.  In  1914,  the  apple  crop  was  ex- 
ceptionally  good,  the   estimate  was   84,400,000  barrels    (three- 

6  C.  I.  Lewis  and  H.  A.  Vickebs,  "The  Economics  of  Apple  Orcharding," 
1915,  Oregon. 

1  Oregon  Station  Bull.  132,  p.  3.     Ibid.,  p.  3  and  4. 
«U.  S.  Dept.  of  Agr.  Bull.  446,  pp.  31-35. 
»U.  S.  Dept.  of  Agr.  Bull.  446,  pp.  69-74. 
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bushel  barrels)  with  a  total  valuation  of  about  $156,981,000. 
The  estimated  annual  production  of  commercial  apples  in  bar- 
rels (three-bushel  barrels)  for  the  three  years  1916,  1917  and 
1918  was  25,091,000;  22,630,000;  and  25,490,000,  respectively. 
The  total  value  of  the  apple  crop  (including  both  commercial 
and  non-commercial)  in  the  United  States  in  1918,  was  esti- 
mated at  $229,990,000. 

With  these  few  facts  which  have  been  given,  setting  forth  the 
heavy  outlays  necessary  for  the  development  and  running  ex- 
penses of  an  apple  orchard,  it  is  obvious  that,  in  modern  times, 
only  a  few  men  can  go  into  orcharding  on  a  business  basis  with- 
out short-term  and  intermediate,  as  well  as  long-term  mortgage 
credit.  Also,  when  we  observe  the  average  annual  apple  pro- 
duction, the  price  value  of  the  crop,  and  the  importance  of 
apples  as  a  commercial  product,  there  seems  little  reason  why 
adequate  credit  facilities  should  not  be  made  available  for  the 
production  of  a  crop  so  valuable,  staple,  and  necessary,  as  apples. 

But  our  country  has  no  adequate  facilitie  for  the  financing 
not  only  of  apple  production,  but  of  fruit  production  of  any 
kind.  The  vast  fruit-growing  areas  of  apples,  peaches,  pears, 
plums,  raisins,  cherries,  berries,  oranges,  and  the  like,  in  the 
United  States  are  without  adequate  credit — and  even  long-term 
credit  which  is  needed  for  development  purposes. 

The  Federal  Farm  Loan  Board  has  ruled  that  "on  orchards, 
where  the  lands  have  no  substantial  value  except  for  orchard 
purposes,  no  loans  shall  be  made;  that  where  the  lands  have  a 
basic  agricultural  value,  such  value  shall  be  made  the  basis  for 
the  loans;  and  that  orchards  shall  not  be  regarded  as  perma- 
nent improvements,  but  shall  be  taken  into  consideration  as  en- 
hancing the  general  value  of  the  land  and  determining  its  pro- 
ductive value."10  "What  concern  should  member  banks  of  the 
Federal  Reserve  system  have  with  this  sort  of  credit?  Perhaps 
little,  if  any,  except  as  agents  and  mediators  for  placing  upon 
the  discount  market  standardized  paper  based  upon  these  se- 
curities. But  at  present  they  do  not  play  that  part,  and  there 
is  neither  machinery  nor  legal  encouragement  for  it. 

i°  "Rulings  and  Regulations  of  the  Federal  Farm  Loan  Board,"  June 
30,   1(110,  P.  E. 
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Fixed  Equipment 

Some  of  the  fixed  equipment  essential  in  farming  operations 
cannot  usually  pay  for  itself  in  one  .season, — for  example,  tools, 
machinery,  hams,  breeding  slock,  dairy  herd,  and  the  like. 
These  are  necessary  fixed  investments.  The  use  of  this  equip- 
ment, it  is  hoped,  will  result  in  increased  profits  for  the  pro- 
ducer. A  year  or  more  of  such  increased  profit  will  enable  the 
farmer  to  repay  the  funds  expended  for  the  original  equip- 
ment. The  problem  is  to  finance  the  farmer,  until  he  can  make 
a  turnover  in  his  capital. 

Tools  and  Machinery 

Successful  farming  requires  a  large  outlay  in  tools  and  ma- 
chinery, as  plows,  harrows,  cultivators,  tractors,  gas  engines, 
wagons,  trucks,  mowing  machines,  hay  racks,  hay  tedders,  milk- 
ing machines,  cream  separators,  manure  and  lime  spreaders, 
spray  machinery,  and  the  like.  This  equipment  is  necessary, 
and  the  farmer  cannot  succeed  without  such  as  is  demanded  by 
his  business ;  but  few  farmers  have  the  ready  cash  to  buy  it.  The 
farmer  needs  credit  that  will  allow  him  to  pay  for  such  equip- 
ment as  the  service  of  the  equipment  earns  it ;  or  if  the  outlay 
is  small,  he  may  pay  out  of  his  annual  surplus  and  sacrifice  some 
less-pressing  need. 

Teams 

A  good  pair  of  farm  horses  and  harnesses  are  necessary  on 
most  general  farms.  A  farmer  who  does  not  have  a  team  must 
buy  one.  The  needy  farmer  who  does  not  have  a  team  will 
probably  not  have  the  necessary  money  to  purchase  one  for  cash. 
Certainly,  there  ought  to  be  some  system  of  insurance  and  credit 
whereby  a  farmer  needing  a  team  and  equipment  for  useful 
productive  purposes,  could  purchase  the  same  and  pay  for  them 
out  of  his  earnings. 

Foundation  Stock 

A  farmer  who  feeds  live  stock  for  six  months,  and  then  sells 
it,  will  have  little  need  to  worry  about  funds,  if  he  has  the  feed. 
In  most  countries,  ample  banking  provisions  are  made  for  this 
sort  of  paper.  But  for  the  farmer  who  desires  to  breed  regis- 
tered stock,  or  to  run  a  dairy,  the  problem  is  different.     For 


INTERMEDIATE  CREDIT  NEEDS  37 

either  breeding  or  dairy  purposes,  permanent  foundation  .stock 
is  necessary.  If  such  a  prospective  fanner  is  inexperienced,  he 
should  start  with  only  a  few  animals  and  learn  the  business  as 
he  goes  along.  But  the  man  experienced  in  handling  breeding 
stock  and  in  the  dairy,  as  many  American  tenants'  and  farmers' 
sons  are,  should  certainly  not  have  to  live  through  these  years 
of  slow  accumulation,  a  hand-to-mouth  existence.  A  proper  sys- 
tem of  credit  and  insurance  should  provide  the  necessary  capital 
for  such  a  man,  and  allow  him  to  repay  out  of  his  annual  earned 
surplus. 

Credit  Needs  for  Working  Capital 

The  need  for  equipment,  improvements,  betterments,  and 
working  capital  in  modern  American  farming  is  obvious.  These 
factors  of  production  are  necessary,  in  order  that  the  farmer 
may  get  the  best  returns  from  the  capital  he  already  has  in- 
vested. The  rural  community,  including  the  banker  and  the 
merchant,  will  prosper  in  proportion  to  the  value  of  the  goods 
produced.  But  the  outlay  required  to  buy  the  factors  of  pro- 
duction has  vastly  increased  in  recent  years. 

The  value  of  buildings  on  farms  in  1910  was  62.3  per  cent 
more  than  in  1900,  and  in  1920,  81.6  more  than  in  1910. 
Machinery  and  implements  on  farms  increased  in  value  65.8  and 
184.1  per  cent;  and  the  amount  paid  for  fertilizers  115  and  184.1 
per  cent  as  reported  by  the  Census. 

Table  II. — Index  Numbers  of  Prices  of  Farm  Products  and  the  Prices 
of  Farm  Equipment.1! 

1913  Base  100. 


Farm  Metal  and  Lumber  and 

Date  Products          Metal  Products     Building  Material 

1914   103 

1915   100 

1916  119 

1917  212 

Nov.,   1018 221 

1019 230 

Feb.,    1920 120 


88 

98 

94 

94 

142 

100 

174 

134 

1SS 

104 

101 

231 

140 

222 

11  U.  S.  Bureau  of  Labor  Statistics. 
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Table  11  shows  thai  the  prices  of  metal  products,  lumber  and 
building  materials  bought  by  the  fanner  increased  in  some  cases 
far  more  than  the  price  of  farm  products,  and  in  some  cases 
Less,  but  these  index  numbers  are  ridiculously  false.  The  prices 
of  fertilizers  and  other  farm  products  bought  by  the  farmer  arc 
here  shown  by  the  wholesale  city  (buying)  price,  and  do  not 
include  the  wholesale  and  retail  distribution  costs  which  add, 
such  as  the  expenses  of  advertising,  storage,  transportation,  serv- 
ice, costs  of  marketing,  commissions  and  profits ;  this  will,  in 
many  cases,  double  the  prices  to  the  farmer  over  that  shown 
by  the  index  numbers.  On  the  other  hand,  the  prices  of  farm 
products  are  grossly  misrepresented  in  the  opposite  direction; 
that  is,  the  prices  shown  by  the  index  number  is  far  greater 
than  the  farmer  receives.  This  index  number  is  again  based  upon 
the  city  wholesale  price,  and  not  the  price  paid  the  farmer. 
Therefore,  the  relation  between  the  price  of  the  farmer's  prod- 
ucts and  the  things  he  must  buy  to  carry  on  his  business  is 
grossly  misrepresented  by  these  index  numbers. 

The  Federal  Trade  Commission  found  that  the  average  per- 
centage increase  in  the  price  paid  by  farmers  for  all  farm  imple- 
ments was  2.2  per  cent  in  1915,  6.6  per  cent  in  1916,  21.6  per 
cent  in  1917,  and  32  per  cent  in  1918.12 

But  what  has  all  this  to  do  with  the  farmer's  need  for  credit 
for  equipment,  improvements  and  betterments?  It  indicates  the 
increased  outlay  necessary  to  carry  on  the  business  of  producing 
farm  products,  and  in  this  way  indicates  the  farmer's  need  for 
credit.  It  also  indicates  the  farmer's  income,  for  the  prices  of 
his  products  are  not  increasing  in  proportion  to  the  prices  of 
the  factors  of  production. 

No  figures  can  be  obtained  which  will  represent  accurately  the 
farmer's  usual  short-term  credit  needs  during  this  decade.  But 
the  farmer  is  not  alone  in  this.  The  credit  uses  of  any  active 
business  for  the  period  of  rising  prices  is  equally  misrepresenta- 
tive  of  its  general  credit  needs.  Because  the  price  of  farmers' 
products  has  declined  below  the  costs  of  production,  does  not 
place  farmers'  notes  in  the  list  of  the  undesirable  any  more  than 

12  Report  on  the  Causes  of  High  Prices  of  Farm  Implements,  by  the 
Federal  Trade  Commission,  1920,  p.  82. 
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those  of  the  merchant  or  manufacturer.  It  is  a  perfectly  normal 
thing,  in  a  competitive  society,  for  prices  to  change,  and  products 
to  sell  above  or  below  the  costs  of  production,  and  farm  products 
are  no  exception. 


PART  II 

SHORT-TERM    AGRICULTURAL    CREDIT    CONDI- 
TIONS  UNDER   THE   NATIONAL   BANKING 
SYSTEM 


CHAPTER  III 

EARLY  DEVELOPMENT  OF  THE  NATIONAL  BANKING 

SYSTEM 

Financing  agriculture  was  not  of  sufficiently  outstanding  im- 
portance to  call  for  special  consideration  in  1863.  The  financial 
problems  of  the  Civil  War  and  of  commerce  were  of  dominating 
importance.  To  meet  these  immediate  needs,  the  National  Bank- 
ing Act  was  passed,  for  the  two  primary  purposes  of  providing 
a  market  for  United  States  bonds,  and  regulating  the  currency. 
The  unsettled  conditions  of  agriculture,  the  Government's  un- 
satisfactory experience  with  its  land  credit  policy,  and  the  un- 
satisfactory experiences  of  rural  banking  schemes,  offered  suf- 
ficient excuse  to  warrant  the  elimination  of  agricultural  credit 
from  the  national  banking  system.  But,  while  no  special  pro- 
vision was  made  under  the  Sherman  Act  for  the  financing  of 
agriculture,  at  the  same  time  there  was  no  discrimination 
against  agriculture.  The  Act  was  broad,  general,  and  impartial, 
as  a  national  monetary  system  should  be.  The  Act  provided  that 
national  banking  associations  ''discount  bills,  notes,  and  other 
evidences  of  debts,"  "receive  deposits,"  and  "loan  money  on 
real  and  personal  security."1  These  banking  privileges  are  as 
applicable  to  agriculture  as  to  commerce  or  industry.  The  na- 
tional banking  system  did  not  prosper  under  the  original  law. 
Only  sixty-six  banks  were  organized  in  1863.2  The  first  charter 
was  granted  to  the  First  National  Bank  of  Philadelphia.  July  20, 
1863.  Following  this,  several  western  banks  received  charters, 
but  few  were  asked  for  by  the  banks  of  New  York.  In  August, 
twenty  banks  were  reported  in  process  of  organization.3 

Financial  interests,  generally,  did  not  feel  friendly  toward 
the  new  scheme  of  the  Government.  At  a  meeting  of  the  bank 
officers  of  New  York,  December  5,  1863,  a  committee  was  ap- 
pointed and  instructed  to  "take  into  consideration  the  National 

iThe  Sherman  Act,  approved  Feb.  25,  1st;::. 
2 Report  <>f  the  Comptroller  of  tin1  Currency,  1863. 
3  Hunt's  Merchants  Magazine,  vol.  Hi,  p.  L39. 
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Bank  Currency  Act,  as  to  its  prospective  effects  upon  the  cur- 
rency of  the  nation  and  the  national  credit,  and  what  action, 
if  any.  devolves  upon  the  hanks  in  the  premises."  The  com- 
mittee reported  "that  from  the  fact  that  the  applications  were 
elderly  for  banks  with  small  capital  and,  judging  hy  the  locali- 
ties where  they  were  located,  it  was  evident  that  the  national  law 
encouraged  the  organization  of  hanks  for  circulation  only,  not 
regular  business  hanks  for  deposits  and  discounts,  but  what  are 
known  in  the  western  states  by  the  expressive  term  'wild-cat' 
hanks. 

"As  the  national  currency  was  not  a  legal-tender  between  man 
and  man,  nor  had  any  banking  association  or  banking  institu- 
tion a  legal  right  to  pay  them  out  in  discharge  of  its  debts  to 
an  individual  or  corporation,  it  would  be  a  depreciated  cur- 
rency, and  when  used  by  the  laboring  man  and  poor  woman, 
they  would  find  five  or  ten  per  cent  added  to  the  price  they 
would  be  required  to  pay,  provided  they  could  offer  legal-tender 
notes;  and  it  would,  by  its  issue,  supplant  a  like  amount  of 
legal-tender  notes  which  the  Government  could  issue  free  of  all 
interest,  and  which  amount  the  Government  would  have  to  bor- 
row and  pay  interest  on  at  six  per  cent.  This  loss  on  $300,000,- 
000  would  amount  annually  to  $18,000,000."  The  report  was 
accepted  by  the  clearing-house.4  Such  sentiment  as  this,  ex- 
pressed by  the  conservative  banking  interests  of  New  York,  was 
very  influential  in  retarding  the  progress  of  the  national  sys- 
tem. While  the  committee's  report  contained  some  truth,  it  was, 
undoubtedly,  prejudiced.  Large  national  banks,  as  well  as  small 
ones,  had  been  organized.  National  bank  notes  wrere  as  much  a 
legal-tender  as  the  state  bank  notes,  and  the  former  had  the 
advantage  of  being  receivable  for  public  dues.  The  state  bank 
notes  profited  only  the  stockholders  of  the  banks,  whereas  the 
national  bank  and  legal-tender  notes  benefited  the  Government 
and  the  people.  Also,  the  latter  banking  system  would  regulate 
the  currency  for  the  public  interests,  whereas  the  former  would 
strive  for  private  gain.  But  the  opposition  of  the  banking  in- 
terests, alone,  did  not  restrain  the  growth  of  the  national  bank- 
ing system :   the   law  was  defective,   and  steps  were  taken  im- 

4  Knox,  J.  J.,  "History  of  Banking,"  p.  100. 
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mediately  to  amend  it.     The  Act,  as  amended,  was  approved 
June  3,  1864. 

As  finally  amended,  the  main  provisions  of  the  Act  were  as 
follows:  A  separate  bureau  was  to  be  established,  and  to  be  pre- 
sided over  by  a  "Comptroller  of  the  Currency,"  to  whom  should 
be  committed  the  charge  of  the  ' '  issue  and  regulation  of  a  na- 
tional currency  based  on  United  States  bonds."  5  The  currency 
was  to  be  issued  by  the  "National  Banking  Associations,"  which 
could  be  organized  by  any  number  of  persons,  not  less  than  five. 
In  places  of  from  6,000  to  50,000  inhabitants,  no  bank  with  less 
than  $100,000  capital  was  to  be  organized,  and  in  places  of  more 
than  50,000  inhabitants,  none  with  less  than  $200,000,  and  only 
in  places  of  less  than  6,000  were  banks  to  be  organized  with 
$50,000.  Before  being  authorized  to  begin  business,  United 
States  bonds  must  be  transferred  to  the  treasury  equal  to  30 
per  cent  of  the  paid-in  capital  stock  of  the  bank.  In  return, 
the  bank  received  circulating  notes  to  an  amount  equal  to  90 
per  cent  of  the  market  value  of  the  bonds  transferred,  but  never 
exceeding  the  par  of  the  capital  stock  paid  in.  This  Act,  also, 
required  that  before  a  bank  could  commence  business,  50  per 
cent  of  the  capital  must  be  paid  in,  and  the  balance  must  be 
paid  at  the  rate  of  one-fifth  per  month.  The  total  issue  of  notes 
was  not  to  exceed  $300,000,000,  one-half  to  be  apportioned  to 
the  banks  according  to  the  representative  population  of  the 
states  in  which  they  were  located,  and  one-half  to  be  apportioned 
"having  due  regard  to  the  existing  banking  capital  resources 
and  business  of  such  state."  The  notes  were  to  be  redeemable 
in  lawful  money  on  demand,  and  were  receivable  in  all  payments 
to  the  United  States,  except  for  duties  on  imports.  Share  hold- 
ers were  doubly  liable  for  the  amount  of  their  stock.  Country 
banks  were  to  keep  on  hand  reserves  equal  to  15  per  cent  of  their 
outstanding  notes  and  deposits,  with  the  privilege  of  redeposit- 
ing  three-fifths  of  this  15  per  cent  with  other  national  banks  in 
the  reserve  cities.  The  banks  in  these  cities  were  to  maintain 
a  reserve  equal  to  25  per  cent  of  their  notes  and  deposits,  with 
the  privilege  of  redepositing  one-half  of  such  reserves  in  New 
York  banks.     All  of  the  country  banks  were  to  redeem  their 

notes  at  some  one  of  the  special   reserve  city   hanks,  and  all   I  lie 
s  Acts  1863-18G4,  Statutes  at  Large,  Sec.  1,  y.  665. 
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reserve  city  banks  at  some  bank  in  New  York.  State  banks  were 
permitted  to  enter  the  system  by  meeting  certain  requirements 
and  regulations.  Notes  m»t  exceeding  one-sixth  of  the  capital  of 
the  bank  were  allowed  to  be  issued  in  denominations  of  one,  two 
and  three  dollars,  until  the  resumption  of  specie  payments. 
National  banks  were  permitted  to  loan  money  only  upon  personal 
security. 

Under  the  revised  National  Banking  and  Currency  Act  of 
1864.  the  banks  were  forbidden  to  take  real  estate,  directly  or 
indirectly,  as  original  security  for  a  loan.  This  restriction  es- 
sentially converted  national  banks  into  commercial  institutions, 
and  discouraged  the  loaning  upon  security  not  readily  converti- 
ble. National  banks  were  granted  permission  to  accept  mort- 
gages on  real  estate  or  real  estate  itself  which  might  be  conveyed 
to  them  by  way  of  security  for,  or  in  satisfaction  of  debts,  which 
had  been  previously  contracted  in  good  faith;  or  they  could  pur- 
chase the  same  at  sales  under  judgments,  decrees  or  mortgages 
held  by  them.  But  in  no  case  were  they  allowed  to  hold  real 
estate,  whether  under  mortgage  or  otherwise,  for  a  period  of 
more  than  five  years.  National  banks  were  never  legally  au- 
thorized to  loan  upon  the  security  of  improved  farm  lands  until 
the  passage  of  the  Federal  Reserve  Act  in  1913. 

Like  other  long-term  securities,  farm  mortgages  were  defi- 
nitely excluded  from  the  business  of  the  national  banking  sys- 
tem. But  this  was  not  done  with  any  idea  of  discrimination 
against  agriculture.  It  was  only  the  application  of  the  banking 
principles  which  had  been  learned  through  many  years  of  varied 
experience  with  banking  projects.  By  this  time,  it  was  definitely 
known  that  commercial  banking  and  long-term  investments  were 
inconsistent  with  the  same  institution.  Experience  had  taught 
that  the  very  nature  of  commercial  banking  forbids  the  investing 
of  any  considerable  amount  of  capital  in  long-term  securities 
not  readily  convertible.  The  national  banks  were  essentially 
commercial  banks,  and  must  meet  their  daily  demands;  this 
restricted  their  major  business  to  short-term  credit,  where  quick 
turnovers  are  made,  for  example,  by  such  as  the  business  man 
or  the  merchant.  But  there  is  nothing  in  the  Sherman  Act,  or 
the  revised  statutes  of  the  United  States,  in  relation  to  the  na- 
tional banks,  which  prohibits  the  banks  extending  short-term 
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credit  to  agriculture.  Nevertheless,  there  were,  at  the  time  of  the 
National  Bank  Act,  differences  inherent  in  the  very  nature  of 
American  agriculture  and  commerce  which  did  not  invite  their 
cooperation  in  matters  of  banking.  As  agriculture  in  America 
has  become  more  stabilized,  many  of  these  differences  have  been 
swept  away,  but  the  short-term  agricultural  credit,  due  to  the 
slow  turnover  in  agricultural  business,  and  like  natural  char- 
acteristics, which  cannot  be  changed  to  harmonize  with  mercan- 
tile practices,  has  generally  been  considered  antagonistic  to  com- 
mercial banking. 

In  the  earlier  days,  the  mass  of  farmers  were  isolated  from 
the  banking  community.  Bad  roads  and  poor  traveling  facili- 
ties made  it  difficult  for  the  banker  and  the  farmer  to  have  the 
personal  contact  necessary  for  cooperation  in  business.  The  dif- 
ficulty in  obtaining  accurate  information  regarding  the  farmer's 
business,  mobility  of  the  rural  population,  fluctuations  in  prices 
of  agricultural  products,  and  like  uncertainties,  made  loans  to 
farmers  highly  speculative.  These  factors,  added  to  the  length 
of  term  during  which  the  farmers'  business  requires  credit,  and 
also  the  poor  business  practices  of  farmers,  rather  definitely  ex 
eluded  them  from  the  services  of  commercial  banks.  The  na- 
tional banks  were  not  only  compelled  by  law  to  do  a  conserva- 
tive business,  but  the  number  and  location  were  so  restricted 
by  the  requirements  for  organization,  that  they  were  generally 
able  to  find  employment  for  their  capital  in  the  more  bankable, 
more  profitable,  and  less  speculative  business  of  merchants. 
The  banker  was  also  in  position  to  be  personally  acquainted  with 
his  town  and  city  customers;  they  were  often  members  of  the 
same  church,  clubs  and  societies,  and  met  daily  on  the  streets. 
Frequently,  the  banker  was  a  partner  in  some  of  the  local  busi- 
nesses, as:  the  mills,  stores,  or  factories.  This  gave  him  an  in- 
sight into  their  businesses  and  practices,  and  he  knew  quite  defi- 
nitely what  credit  he  could  wisely  extend.  On  the  other  hand, 
the  farmer  was  an  unknown  entity  to  the  banker,  who  knew  very 
little  about  him  or  his  business.  Neither  could  forecast  accur- 
ately what  the  annual  production  might  be,  or  the  price  of  the 
products  at  market  time;  nor  was  there  any  commercial  agency 
which  the  banker  could  consult  to  ascertain  the  solvency  of  the 
farmer,  as  in  the  ease  of  the  business  man.     Yet,  tlic  banker 
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could  not  raise  the  interesl  rate  on  t h<-  farmer  to  compensate 
him  for  the  risk  and  slow  turnover  without  devising  some  scheme 
to  evade  the  usury  law.  The  latter  lias  frequently  been  prac- 
ticed, bul  it  lias  made  the  price  of  credit  so  exorbitant  that  the 
fanner  could  not  afford  to  use  it  any  more  than  absolutely  neces- 
sary;  and  it  subjected  the  banker  to  the  criticisms  of  unfair 
dealings  with,  and  discrimination  against  farmers. 

Before  1900,  the  capital  requirements  for  organizing  national 
banks  prevented  their  establishment  in  small  towns  and  rural 
districts. 

The  requirements  for  organizing  a  national  bank,  and  the  re- 
strictions on  the  note-issue  privilege,  prevented  the  system  from 
penetrating  into  the  agricultural  districts  and  supplying  them 
with  short-term  credit,  even  though  the  needs  of  agriculture  had 
been  as  pressing  as  those  of  commerce.  At  this  time,  manufac- 
turing and  commercial  interests  dominated  in  cities  with  a  popu- 
lation of  six  to  fifty  thousand  people ;  and  in  towns  of  less  than 
six  thousand  inhabitants,  it  is  not  likely  that  $50,000  or  more 
capital  could  be  raised  for  organizing  a  national  bank,  when 
capital  was  so  scarce,  unless  there  were  prospects  which  prom- 
ised greater  safety,  quicker  turnover  and  more  profitable  busi- 
ness than  that  of  financing  the  production  of  farm  products; 
which,  when  the  transportation  and  marketing  facilities  of  the 
country  are  considered,  were  already  produced  in  super-abund- 
ance. 

Thus,  the  very  requirements  for  organizing  a  national  bank, 
together  with  the  fluctuating  state  of  agriculture  itself,  drove  the 
national  banks  to  other  fields  of  service.  Also,  other  influences 
compelled  the  banks  to  be  conservative.  The  East  was  recov- 
ering from  the  epidemics  of  "wild-cat"  banking  which  had  char- 
acterized the  pioneer  history  of  the  banking  business,  but  "wild- 
cat" schemes  were  still  prevalent  throughout  the  West  and 
South.  The  report  of  the  officers  of  the  New  York  banks  on 
the  National  Currency  Act,  in  the  autumn  of  1863,  and  the  ac- 
ceptance of  this  report  by  the  clearing  house,  already  cited,  was 
a  complete  suppression  of  any  speculative  motives  which  might 
have  developed  in  the  pioneer  sections  of  the  country. 

The  legislation  surrounding  the  note  issue  privilege  was  one 
of  the  mast  rigid  handicaps  of  the  national  banking  system.     It 
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has  been  observed  that  the  issue  of  note  circulation  was  condi- 
tioned upon  the  deposit  of  United  States  bonds  equal  to  at  least 
30  per  cent  of  the  paid-in  capital  stock  of  the  bank,  and  in  no 
case  could  it  exceed  the  capital  stock.  The  maximum  circulation 
had  been  fixed  at  $300,000,000,  and  an  effort  had  been  made  to 
apportion  the  circulation  according  to  the  population  or  the 
business  needs  of  the  country.  All  these  requirements  intensi- 
fied the  inelasticity  of  the  circulation  and  the  provisions  there- 
for were  soon  found  to  be  very  unsatisfactory.  March  3,  1865, 
Section  21  of  the  National  Currency  Act,  which  read  "and  at 
no  time  shall  the  total  amount  of  such  notes  exceed  the  amount 
of  its  capital  stock,"  was  amended  to  read  as  follows:  "And  the 
amount  of  said  circulating  notes  to  be  furnished  each  associa- 
tion shall  be  in  proportion  to  its  paid-up  capital,  as  follows,  and 
no  more :  To  each  association  whose  capital  shall  not  exceed  five 
hundred  thousand  dollars,  90  per  cent  of  such  capital ;  to  each 
association  whose  capital  exceeds  five  hundred  thousand  dollars, 
but  does  not  exceed  one  million  dollars,  80  per  cent  of  such  capi- 
tal ;  to  each  association  whose  capital  exceeds  one  million  dollars 
but  does  not  exceed  three  million  dollars,  75  per  cent  of  such 
capital ;  to  each  association  whose  capital  exceeds  three  million 
dollars,  60  per  cent  of  such  capital.  And  that  one  hundred  and 
fifty  millions  of  dollars  of  the  entire  amount  of  circulating  notes 
authorized  to  be  issued  shall  be  apportioned  to  the  associations 
in  the  States,  in  the  District  of  Columbia,  and  in  the  Territories, 
according  to  the  representative  population,  and  the  remainder 
shall  be  apportioned  by  the  Secretary  of  the  Treasury  among 
associations  formed  in  the  several  States,  in  the  District  of  Co- 
lumbia, and  in  the  Territories,  having  due  regard  to  the  exist- 
ing banking  capital,  resources,  and  business  of  such  States, 
Districts  and  Territories."0 

The  clauses  of  this  Amendment  restricting  the  note  issue  privi- 
leges of  the  larger  banks  were  efforts  to  prevent  the  absorption 
by  the  city  banks  of  more  than  their  portion  of  the  notes,  and 
to  enable  the  banks  in  the  smaller  centers  to  obtain  their  share. 
This  apportionment  of  the  notes  "according  to  the  representative 
population,"  and  "with  due  regard  to  banking  capital,  re- 
sources,  and  1  »n.si ih-s-s, ' '  had  in  view  the  proper  distribution  of 

«Act  of  March  3,  1865.     1.3  Statutes  at  Large,  p.  4!)S. 
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the  notes,  according  to  the  country's  needs.  But  all  the  good 
intent  ions  expressed  in  this  legislation  overlooked  two  important 
Facts.  First,  the  total  note  issue  privilege  was  inadequate.  Sec- 
ond, the  banks  in  the  smaller  cities,  and  in  communities  made 
up  largely  of  an  agricultural  population,  needed  a  portion  of 
noies  greater  than  this  qualified  apportionment  would  allow 
them,  because  their  customers  had  not  developed  the  use  of  de- 
posit currency,  as  had  been  done  in  the  larger  cities.  The  rural 
classes  were  skeptical  of  checks.  Not  only  did  they  pay  for  what 
they  bought  with  currency,  but  they  demanded  currency  for 
what  they  sold. 

The  National  Banking  and  Currency  Act  was  also  amended 
March  '>l,  1865,  providing  "that  every  national  banking  asso- 
ciation, state  bank  or  state  banking  association,  shall  pay  a  tax 
of  ten  per  cent  on  the  amount  of  notes  of  any  state  bank  or 
state  banking  association,  paid  out  by  them  after  the  first  day 
of  July,  1866.  "7  This  amendment  was  further  amended  July 
13,  1866,  and  provided  that  the  "notes  of  any  person,  state  bank 
or  state  banking  association,  used  for  circulation  and  paid  out 
by  them  after  the  first  day  of  August,  1866,  shall  be  taxed,  and 
such  tax  shall  he  assessed  and  paid  in  such  manner  as  shall  be 
prescribed  by  the  Commissioner  of  Internal  Revenue."  8 

An  additional  amendment  to  this  clause  March  26,  1867,  broad- 
ened the  provisions  of  the  tax  clause  to  include  the  notes  of  firms, 
associations,  towns,  cities  and  municipal  corporations,9  and  the 
tax  was  imposed  on  both  the  issuer  of  the  notes  and  any  person, 
bank  or  corporation  paying  them  out. 

This  gave  the  national  banks  almost  the  entire  control  of  the 
note  issue  field,  and  from  this  time  on,  they  grew  in  popularity. 
But,  as  necessary  and  wise  as  the  monopoly  of  the  note  issue 
privilege  was  for  the  progress  of  the  national  banking  system, 
it  was  adverse  to  agriculture.  The  wide  distribution  of  the  state 
banks,  and  the  liberal  privilege  of  issuing  notes  which  they  had 
enjoyed,  provided  the  necassary  note  currency  in  rural  com- 
munities. But,  when  the  state  bank  notes  were  taxed  out  of 
existence  for  the  benefit  of  the  national  banking  system,  no  ade- 

7  13  Statutes  at  Large,  p.  469. 

s  14  Statutes  at  Large,  Sec.  9,  p.  98. 

9  15  Statutes  at  Large,  Sec.  2,  p.  6. 
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quate  provisions  were  made  for  national  bank  notes  to  reach 
the  communities  which  had  been  accommodated  by  state  banks 
with  a  capital  less  than  $50,000.  For  national  banks  could  not  be 
organized  with  less  than  $50,000  capital,  and  this  minimum  ap- 
plied only  to  places  with  not  more  than  6,000  population.  In 
1863,  there  were  1,466  state  banks  with  loans  and  discounts  ag- 
gregating $648,601,863,  and  circulation  $238,677,218,10  distrib- 
uted geographically  as  follows: 

Table  III. — Loans  and  Discounts  and  Circulation   of  State  Banks 
by  Geographic  Divisions,  1863  " 

Loans  and 

Discounts  Circulation 

Eastern  States $216,341,927  $65,516,1;-).-) 

Middle  Western  States 266,821,503  82,372,091 

Southern  States 79,282,290  39,558,760 

Southwestern  States 61,682,561  31,545,648 

Western  States 24,473,582  19,684,564 


By  1868,  the  number  of  state  banks  had  fallen  to  247.12  This 
decline  in  the  number  of  state  banks  was  due  to  the  establish- 
ment of  the  national  banking  system,  and  the  10  per  cent  tax 
on  state  bank  notes  which  virtually  deprived  them  of  their  most 
profitable  business.  A  large  number  of  state  banks  converted 
into  national  banks.  The  Comptroller  of  the  Currency  reported 
in  1865  that  701  of  the  1,601  national  banks  were  converted  state 
banks.18  By  1870,  the  number  of  state  banks  had  begun  to  in- 
crease. (The  writer  is  unable  to  obtain  any  information  for  the 
whole  country  earlier  than  1873.)  The  number  of  state  banks 
in  the  country  in  1873  is  not  known,  but  the  capital,  loans  and 
circulation  of  the  state  banks  for  this  year  are  estimated  at 
$42,700,000,  $119,300,000,  and  $110,800,000,"  respectively. 
These  figures  make  an  interesting  comparison  with  the  loans,  dis- 
counts and  circulation  of  1863,  presented  in  Table  III.    It  might 

">  Report  of  Comptroller  of  the  Currency,  1876,  pp.  94-95, 
ii  [bid.,  pp.  91-92. 

12  State  Banks  and  Trust  Companies  Since  the  Passage  of  the  National 
Banking  Act,   by  G.   E.    Babnett,  National   Monetary   Commission,    1911, 

p.  11. 


ia  Report  of  the  Comptroller  of  the  Currency,  1865. 
i'K.nox,  J.  .!.,  "History  of  Banking,"  p.  312. 
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be  said  thai  the  national  bank  notes  had  taken  the  place  of  the 
state  bank  notes.  True,  they  had  increased  in  quantity,  but  they 
were  not  distributed  throughout  the  country  where  needed,  as 

the  state  hank  issues  had  been,  and  were  not  even  allotted  ac- 
cording to  the  legal  apportionment.  "According  to  the  new  ap- 
portionment based  on  the  wealth  and  population  shown  hy  the 
Census  of  1870,  the  Eastern  states  were  in  excess  to  the  amount 
of  70.6  millions,  the  Middle  states  9.4  millions.  The  Southern 
and  Southwestern  states  had  59.2  millions  less  than  their  due 
proportion,  the  Western  21.4  and  the  Pacific  7.9."  15  This  was 
the  condition  after  the  $54,000,000  national  bank  notes  author- 
ized by  the  Act  of  July  12,  1870,1C  had  been  taken  up,  and  the 
withdrawal  of  $25,000,000  of  notes  from  states  having  more  than 
their  share,  had  been  redistributed  to  states  whose  circulation 
was  found  deficient.17  The  authorized  note  issues  had  been  ab- 
sorbed by  the  Eastern  and  Middle  states.  In  the  agricultural 
states,  of  the  South  and  West,  where  deposit  banking  was  less 
adaptable  and  notes  were  needed  most,  the  legal  allotment  could 
not  even  be  obtained.  In  spite  of  the  provincial  character  of  the 
state  bank  notes,  they  served  the  rural  communities  better  than 
the  national  hanks  were  able  to  do,  with  their  standard  notes. 

The  commercial  needs  of  the  country  were  primarily  credit. 
The  recuperation  of  domestic  industry  and  trade  from  the  de- 
structions of  the  Civil  War  was  in  full  swing.  Speculation  was 
flourishing,  railroad  construction  in  new  territories  was  boom- 
ing. The  need  for  long-term  investment  funds  was  strenuous. 
The  agricultural  crops  produced  were  over-abundant,  compared 
with  the  country's  financial  and  marketing  facilities.  The  South 
and  West  had  never  been  adequately  supplied  with  banking  fa- 
cilities, while  Wall  Street  seemed  to  be  the  center  of  gravity  for 
all  American  money  and  credit,  and  the  annual  drain  upon  the 
money  centers  for  the  crop  moving  period  was  creating  an 
annual  plethora  of  funds  in  Wall  Street.  The  situation  was 
tersely  described  in  the  Bankers'  Magazine,  1873,  as  follows: 

"It  is  surprising,  with  such  prospects  for  money,  that  capital  con- 
centrates here  from  the  wilds  of  Maine,  the  recesses  of  Connecticut, 

is  Report  of  the  Indianapolis  Monetary  Commission,  1898,  p.  204. 

is  16  Statutes  at  Large,  p.  251. 

it  Section  21  of  the  National  Banking  and  Currency  Act. 
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the  prairies  of  the  West,  or  the  tobacco  fields  of  the  South,  to  be  used 
at  1  and  2  per  cent  per  month,  instead  of  6  per  cent  at  home. 

"Is  it  surprising  that  the  bubble  will  burst  occasionally,  and  drive 
into  common  ruin  the  speculators  for  a  rise  in  stocks  or  for  a  corner 
in  some  great  staple  of  commerce? 

"We  caution  our  country  bankers  to  keep  a  healthy  reserve  at 
home,  and  not  to  trust  too  large  a  fund  in  "Wall  Street  'on  call.' "  18 

Pressure  was  brought  to  bear  until,  in  1874,  an  important 
change  was  made  in  the  National  Banking  System.  The  law 
was  amended  so  that  banks  could  reduce  their  bond  deposits  to 
$50,000 ;  and,  if  desirous  of  withdrawing  circulation,  their  bonds 
might  he  released  upon  the  deposit  with  the  Comptroller  of 
lawful  money  in  sums  not  less  than  $9,000,  to  cover  outstanding 
circulation.  This  latter  clause  was  important,  in  a  negative  way, 
for  elasticity.  It  allowed  the  circulation  to  be  reduced,  at  least. 
Also,  the  reduction  of  the  required  amount  of  bonds  to  $50,000 
lightened  the  burden  of  the  banks,  and  relieved  them  of  the 
unnecessary  loss  from  funds  locked  up  in  bonds.19 

The  financial  situation  was,  at  this  time,  a  troubled  one.  It 
had,  unfortunately,  become  an  important  factor  in  the  trend  of 
political  affairs.  The  panic  of  1873  had  made  an  acute  money 
stringency  and  pressure  was  brought  to  bear  for  an  increase  in 
the  volume  of  currency,  wThich  resulted  in  the  proposed  inflation 
bill  of  1874,  and  which  was  vetoed  by  President  Grant. 

The  most  important  legislation  and  that  nearest  approaching 
democracy  in  banking,  was  passed  Jan.  14,  1875.  This  act  pro- 
vided for  the  resumption  of  specie  payments  after  Jan.  1,  1879, 
and,  among  its  most  important  provisions,  it  removed  the  abso- 
lute limit  upon  the  issue  of  circulation  by  banks  and  the  regu- 
lation for  the  apportionment  and  the  distribution  of  notes.  This 
marks  the  establishment  of  the  "free  banking  system,"  subject 
to  the  supervision  of  the  Comptroller  alone,  and  not  to  the  bond- 
deposit  requirements.20 

The  establishment  of  the  free  banking  system  gave  more  elas- 
ticity to  the  circulation.     That  is,  it  enabled  any  sect  inn  of  the 

i8The  Bankers'  Magazine,  May,  1873,  p.  916. 
is  Act  of  June  20,  1S74.    is  Statutes  nt  Large,  123. 

-"Act  to  Provide  for  tlio  Resumption  of  Specie  Payments,  June  14,  1875. 
18  Statutes  at  Large,  296. 
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country  to  provide  bond-secured  circulatioo  for  pressing  needs. 
I '.in  there  were  so  many  other  factors  restraining  1  lie  elasticity 
of  the  currency,  that  the  productive  needs  of  business  and  agri- 
culture were  not  yet  adequately  met.  Among  the  factors  which 
held  circulation  in  check  were  the  rigid  reserve  requirements 
which  encouraged  the  sending  of  the  reserves  to  the  New  York 
"call"  loan  market  for  speculative  purposes.  The  market  price 
of  bonds  always  fluctuated  adversely  to  the  demands  for  notes. 
Notwithstanding  these  influences,  there  has  never  been  a  time 
in  the  history  of  American  agriculture  when  funds  employed  in 
commerce  would  not  earn  higher  dividends.  Yet,  at  this  time, 
the  need  for  short-term  agricultural  credit  was  not  keenly  felt, 
except  in  the  crop  moving  season.  Another  fact  which  induced 
the  development  of  the  national  banking  system  for  commercial 
interests  is,  that,  when  the  arteries  of  commerce  are  clogged, 
a  distressed  situation  is  soon  created;  whereas,  when  a  season's 
crops  are  poor  in  one  community,  they  can  be  supplied  by  the 
surplus  of  another,  when  commercial  facilities  are  adequate. 

Also,  a  nation  takes  pride  in  its  commerce;  it  is  one  of  the 
ostentatious  ways  of  competing  with  other  people,  and  it  is 
more  spectacular  than  agriculture.  Commercial  supremacy  is 
looked  upon  with  more  pride  than  agriculture,  and,  in  this  coun- 
try, the  financial  needs  of  commerce  have  brought  it  more  ob- 
viously to  the  front. 

It  was  believed  that,  under  the  Act  of  1875,  circulation  would 
be  greatly  increased,  but,  owing  to  other  conditions,  principally 
the  increased  price  of  United  States  bonds,  the  actual  happen- 
ings were  reversed  from  what  was  expected.  The  circulation  de- 
creased, because  of  the  inability  of  banks  to  issue  notes  at  a 
profit.  In  1875,  the  circulation  of  national  bank  notes  was  $340,- 
546,545,  the  following  year  the  circulation  decreased  to  $316,- 
289,025 ; 21  then,  an  upward  turn  developed  in  the  note  issue, 
which  reached  its  maximum  of  $352,464,788  in  1882,  somewhat 
relieving  the  currency  stringency.22  Following  which,  came  an- 
other decrease  in  circulation,  which  reached  bottom  in  1891,  with 
a  circulation  of  bank  notes  of  $162,211,046.     The  first  decrease 

2i  Estimated  amount  of  money  in  circulation  in  the  United  States  at  the 
close  of  each  fiscal  year  from  1860  to  1897  inclusive.  Finance  reports  of 
the  Secretary  of  the  Treasury,  1897.  pp.  cxxxi-cxxxviii. 

22  Ibid. 
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was  checked  in  1876,  by  Congress  forbidding  further  retirement. 
This  was  merely  catering  to  the  demands  of  the  inflationists. 

The  increase  was,  for  the  most  part,  due  to  the  circulation 
withdrawn  by  new  banks.  These  banks  were,  in  part,  the  con- 
version of  gold  banks,  authorized  under  earlier  Acts,  into  national 
banks,  as  provided  by  the  Act  of  Feb.  14,  I860.23  By  the  Act 
of  July  12,  1882,  banks  with  $150,000  or  less  capital  were  au- 
thorized to  withdraw  bonds  down  to  an  amount  equal  to  one- 
fourth  of  such  capital,  by  the  deposit  of  lawful  money.24  How- 
ever, not  more  than  $3,000,000  of  notes  were  to  be  retired  in 
any  one  month.  In  exchange  for  the  outstanding  3%  per  cent 
bonds,  3  per  cent  bonds  were  to  be  issued.  As  shown  by  the 
Comptroller's  reports,  many  of  the  banks  not  only  took  advan- 
tage of  the  provisions  to  cease  issuing  notes  without  profit,  but 
many  left  the  national  system,  and  reorganized  as  state  banks. 

Notwithstanding  these  facts,  the  capital  of  the  national  banks 
steadily  increased  until,  in  1890,  the  capital  of  the  banks  in  the 
system  was  $650,477,235.25  This  capital  is  not  large  for  a  na- 
tional banking  system,  considering  the  progress  of  the  country 
and  the  accumulation  of  wealth  which  had  taken  place ;  but  it 
does  show  some  expansion  from  the  earlier  period.  Because  of 
the  slow  growth,  the  contraction  of  the  note  issue,  the  movement 
of  the  reserves  toward  the  New  York  "call"  loan  market,  and 
the  conservatism  which  characterized  the  national  banking  sys- 
tem, it  goes  without  saying  that  the  banks  did  well  to  meet  their 
commercial  obligations  as  they  did,  without  entering  into  the  less 
profitable  and  more  speculative  field  of  financing  agriculture. 

Other  forces  were  at  work  to  wreck  the  financial  machinery. 
Among  the  most  noticeable  factors  were  the  demands  for  free 
silver  on  the  part  of  the  cheap  money  theorists,  which  led  to  the 
enactment  of  the  Bland-Allison  Law  of  1878,20  and  the  Sherman 
Act  of  1890.27  The  Bland-Allison  Act  required  that  the  Treas- 
ury Department  purchase  not  less  than  two,  nor  more  than  four 
million  dollars'  worth  of  silver  bullion  a  month,  and  to  coin 
it  into  standard  silver  dollars,  which  were  made  legal  tender. 

23  21  Statutes  at  Large,  p.  66. 

24  Ibid.,  22,  p.  162. 

25  Finance  Reports  of  the  Secretary-Treasurer,  1897. 

26  20  Statutes  at  Large,  p.  25. 

27  20  Statutes  at  Large,  p.  280. 
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The  Act  provided  i'or  the  deposit  of  silver  dollars  with  the  Treas- 
ury, and  the  issue  therefor  of  silver  certificates  redeemable  on 
demand  in  dollars.  Under  this  Act,  some  25,000,000  silver 
dollars  were  coined  each  successive  year  for  twelve  years.  The 
Sherman  Act  required  the  Secretary  of  the  Treasury  to  purchase 
monthly  4,500,000  ounces  of  silver  at  the  market  price  and  to 
pay  for  it  by  the  issue  of  Treasury  notes.  But  the  important 
point  was,  that  these  notes  were  made  full  legal  tender,  and  were 
redeemable  in  gold  or  silver  coin  at  the  discretion  of  the  Secre- 
tary of  the  Treasury.  This  movement  cheapened  the  gold  dollar 
and  drove  it  into  countries  where  its  purchasing  power  was 
greater.  During  the  first  eight  months  of  1890,  the  total  gold 
shipments  amounted  to  more  than  $75,000,000,  net.  Deposits 
fell  off  greatly,  and  the  demand  from  the  country  banks  was 
greater  than  usual.  The  clearing-houses  of  New  York,  Boston 
and  Philadelphia  came  to  the  rescue,  and  issued  clearing-house 
loan  certificates.  This,  apparently,  saved  the  day  and  diverted 
a  panic  in  1890.  But  the  gold  exports  continued,  and  the  only 
thing  that  saved  the  commercial  and  financial  interests  from 
a  panic  in  1892,  was  the  abnormal  production  of  American  agri- 
culture. During  this  year,  the  exports  of  domestic  agricultural 
products  from  the  United  States  ran  up  to  the  value  of  $803,- 
122,045,  nearly  two  hundred  million  dollars  more  than  in  any 
preceding  year.  This  relieved  our  foreign  trade  situation ;  but 
the  relief  was  short-lived.  The  panic  was  inevitable,  and  came 
with  a  crash  in  1893.  Since  this  panic,  the  national  banks  have 
had  many  failures,  and  general  dissatisfaction  has  been  ex- 
pressed with  our  financial  system. 

In  1897,  the  Indianapolis  Monetary  Commission  carried  through 
an  investigation  according  to  the  request  of  the  Indianapolis 
Monetary  Convention  of  Jan.  15,  1897,  "To  make  a  thorough  in- 
vestigation of  the  monetary  affairs  and  needs  of  the  country  in 
all  relations  and  respects,  and  to  make  proper  suggestions  as  to 
the  existing  evils,  and  the  remedies  therefor."  The  principle 
upon  which  the  investigation  was  based,  was  that  adopted  in  the 
resolution  of  the  Indianapolis  Monetary  Commission,  declaring 
"that  it  has  become  absolutely  necessary  that  a  consistent, 
straightforward  and  deliberately  planned  monetary  system  shall 
be  inaugurated,  the  fundamental  basis  of  which  should  be :  First, 
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that  the  present  gold  standard  should  be  maintained;  second, 
that  steps  should  be  taken  to  insure  the  ultimate  retirement  of 
all  classes  of  United  States  notes  by  a  gradual  and  steady  proc- 
ess, so  as  to  avoid  injurious  contraction  of  the  currency  or  dis- 
turbance of  the  business  interests  of  the  country,  and  until  such 
retirement,  provision  should  be  made  for  a  separation  of  the 
revenue  and  note  issue  departments  of  the  Treasury ;  third,  that 
a  banking  system  be  provided  which  should  furnish  credit  facili- 
ties to  every  portion  of  the  country,  and  a  safe  and  elastic  cur- 
rency, and  especially  with  a  view  of  securing  such  a  distribution 
of  the  loanable  capital  of  the  country  as  will  tend  to  equalize 
the  rates  of  interest  in  all  parts  thereof."  After  a  careful  and 
detailed  study,  .the  committee  submitted  a  plan  for  a  currency 
reform,  and  among  the  defects  which  it  pointed  out,  the  following 
are  pertinent  to  agriculture : 28 

"The  failure  to  provide  the  means  for  a  gradual  and  sufficient  in- 
crease of  the  volume  of  currency  to  meet  the  needs  of  an  increasing 
population  and  an  enlarging  commerce. 

"The  want  of  a  natural  outflow  and  inflow  of  the  currency  when  and 
as,  and  only  when  and  as,  the  agricultural,  manufacturing  and  com- 
mercial interests  of  the  country  require,  at  a  given  time,  cither  a 
greater  or  a  less  quantity  in  circulation. 

"The  failure  to  secure  such  a  distribution  of  the  loanable  capital  of 
the  country  as  will  tend  to  equalize  the  rales  of  interest  in  all  its  parts. 

"The  circulation  of  a  national  bank  currency  based  upon  Govern- 
ment bonds,  presupposing  a  continuing  issue  of  those  bonds,  diminish- 
ing the  loanable  funds  of  the  banks,  and,  by  reason  of  their  bond  basis, 
incapable  of  increasing  in  volume  with  a  temporary  demand  for  more 
currency,  and  of  decreasing  with  the  cessation  of  that  demand." 

A  bill  embodying  the  recommendation  of  the  report  was 
introduced  in  the  House  of  Representatives  by  Representative 
Overstreet  of  Indiana,  and  on  Jan.  12  the  Committee  on  Bank- 
ing and  Currency  listened  to  arguments  in  defense  of  the  meas- 
ures from  Senator  Edmunds  and  Messrs.  Fairchild,  Taylor, 
Fries  and  Bush.29 

The  first  action  taken  was  that  of  March  14,  1900,  liberalizing 

2«  Report  of  the  InrtianapoliB  Monetary  Commission,  L898,  pp,  28  30. 
28  Ibid.,  p.  14. 
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the  National  Bank  Art.  By  this  Act,  the  organization  of  na- 
tional banks  with  a  capital  stock  of  not  less  than  $25,000,  was 

authorized  in  towns  with  a  population  not  exceeding  three  thou- 
sand. '  The  rate  of  taxation  on  circulation  secured  by  2  per 
cent  bonds  was  reduced  to  one-half  of  one  per  cent  per  annum.31 
Hanks  were  also  authorized  to  issue  currency  against  Government 
bonds  deposited  l»y  them  up  to  100  per  cent  on  the  dollar,  instead 
of  90  per  cent,  as  previously.32 

These  liberal  changes  in  the  law,  together  with  the  prosperous 
conditions  in  business  and  agriculture  which  followed,  stimu- 
lated the  banks  to  increase  their  circulation,  and  a  new7  era 
came  in  the  organization  of  national  banks.  The  stimulus  to 
circulation  is  indicated  by  the  fact  that  June  29,  1900,  the  total 
outstanding  circulation  of  national  bank  notes,  secured  by  United 
States  bonds,  was  $265,303,018,  and  on  June  30,  1914,33  the  cir- 
culation had  increased  to  $722,554,719.  However,  Wall  Street 
was  growing  stronger  as  the  central  magnet  for  money  and  credit 
in  the  United  States. 

The  rigid  reserve  requirements  were  responsible  in  a  large 
part,  at  least,  for  the  concentration  of  the  reserves  in  Newr  York. 
The  country  banks  were  anxious  to  get  the  interest  their  surplus 
funds  would  earn,  and  they  felt  that  they  could  call  upon  their 
reserve  banks  when  the  funds  w7ere  wanted.  This  situation  con- 
tinued and  grewr  more  intense,  until  the  readjustment  of  the 
banking  capital  under  the  Federal  Reserve  system.  Probably 
the  condition  which  existed  about  1907  is  fairly  representative 
of  the  concentration  of  deposits  and  reserves  of  the  national 
banks  in  New  York.  Out  of  the  6,511  national  banks  in  1907, 
38  were  in  New  York  City.  Of  the  $5,256,100,000  deposits  in 
national  banks,  $825,700,000  were  in  the  New  York  City  banks ; 
of  the  $1,121,400,000  reserves,  $221,300,000  were  in  the  New 
York  banks;  and  of  the  $701,600,000  lawful  money  held  in  the 
banks,  $218,600,000  was  in  New  York.34  These  figures  indicate 
the  concentration  of  surplus  funds  of  the  national  banks  in  New 
York.    The  same  practice  of  the  concentration  of  funds  from  the 

so  Act  of  March  14,  1900,  C.  41,  Sec.  10;  31  Statutes  at  Large,  48. 
3i  Ibid.,  Sec.  13;   31  Statutes  at  Large,  49. 
-  Ibid.,  ('.  41.  Sec.  12:  31  Statutes  at  Large,  49. 

33  Report  of  the  Comptroller  of  the  Currency,  1914.  vol.  1,  p.  8. 

34  Compiled  from  the  report  of  the  Comptroller  of  the  Currency,  1907. 
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country  banks  and  smaller  centers  in  the  larger  city  banks  was 
characteristic  of  the  national  banking  system  throughout  the 
country.  Neither  the  banks  of  New  York,  Chicago,  St.  Louis,  or 
other  reserve  cities,  could  afford  to  pay  interest  upon  these 
funds,  unless  they  could  be  profitably  employed.  Owing  to  the 
probable  demand  at  any  time  from  the  country  banks,  the  most 
adaptable  use  of  these  funds  was  in  the  "call"  loan  market. 

The  extent  to  which  "call"  loans  dominated  in  the  employ- 
ment of  the  bank  deposits  is  indicated  by  the  loans  and  dis- 
counts of  the  New  York  national  banks  in  1901  and  1912.  Out 
of  $611,000,000  in  loans  and  discounts — demand,  time  with  col- 
lateral, and  time  without  collateral — of  the  New  York  national 
banks  in  1901,  $279,000,000  were  "call"  loans;  and  in  1912,  out 
of  $958,000,000  in  loans  and  discounts,  $314,000,000  were  on 
"call."  35  This  concentration  of  the  surplus  funds  in  the  larger 
centers  stimulated  speculation.  The  larger  portion  was  let  out 
on  "call"  because  of  the  demand  rights  of  the  depositors.  Not 
much  productive  financiering  can  be  done  on  demand  loans,  but 
this  was  not  the  fault  of  any  one  bank  or  group  of  banks  in 
New  York;  they  were  all  paying  interest  on  their  deposits  and 
were  in  competition  for  business.  If  any  bank  or  group  of  banks 
should  have  held  aloof  from  the  speculative  market  and  kept 
their  deposits  for  financing  productive  operations,  they  would 
have  lost  not  only  the  interest  on  deposits,  but  also  much  very 
profitable  business.  Nevertheless,  while  the  financing  of  specu- 
lation was  being  overdone  in  New  York,  on  the  surplus  funds 
from  the  country  banks,  the  rural  communities,  and  especially 
the  South  and  West,  were  inadequately  supplied  with  circulation 
for  either  commerce  or  agriculture.  What  funds  there  were  in 
these  sections  wore  conservatively  employed  in  commercial  en- 
terprises, because  of  a  more  rapid  turnover  and  the  greater  earn- 
ings. Farmers  were,  therefore,  driven  to  the  merchant  and  the 
manufacturer  for  credit  for  their  needed  supplies. 

35  Compiled  from  Reports  of  Comptroller  of  (lie  Currency. 


CHAPTER  IV 

RURAL  CREDIT  CONDITIONS  UNDER  THE  NATIONAL 
BANKING  SYSTEM  FROM  1900  TO  1914 

For  the  country  as  a  whole  there  was  a  very  large  growth  in 
the  national  banks  from  the  years  1900  to  1914,  due  to  the  fol- 
lowing factors : 

1.  The  act  of  1900,  which  by  reducing  the  capital  require- 
ments to  $25,000  in  towns  of  less  than  3,000  population,  made  it 
legally  possible  for  rural  districts  to  support  a  national  bank. 

2.  The  industrial,  agricultural,  and  commercial  development 
of  this  period. 

3.  The  increase  in  values,  which  by  enhancing  individual  and 
aggregate  incomes  in  the  rural  communities,  brought  a  larger 
turnover  in  money  and  credit  and  necessarily  larger  bank  de- 
posits. 

4.  The  development  of  the  check  for  making  payments  from 
demand  deposits  which  promoted  by  its  very  convenience  over 
cash  payments  the  development  of  the  small  and  primarily  de- 
posit banks. 

5.  The  increase  in  number  of  banks  itself  which  by  bringing 
the  bank  facilities  closer  to  the  agricultural  classes  established 
confidence  and  credit  relations  and  encouraged  the  depositing  in 
the  banks  of  such  savings  as  had  previously  been  held  in  private 
boxes. 

A  brief  review  of  the  prevailing  conditions  in  the  nine 
geographical  divisions  of  the  country  during  this  period  may 
serve  to  illustrate  the  generality  of  this  development. 

In  New  England,  New  Hampshire  alone  gained  in  number  of 
banks,  and  that  only  one ;  loans  and  discounts  increased  in  all 
states  except  Rhode  Island  where  the  decrease  was  over  a  mil- 
lion dollars ;  bank  capital  decreased  in  all  states ;  and  at  the 
same  time  circulation  increased  in  all  states  except  Rhode  Island 
— -which  increase  was  due  to  industrial  development  as  in  the 

GO 
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quarries  of  Vermont  and  manufactures  of  Massachusetts  and 
Connecticut ;  and  deposits  increased  in  all  states. 

The  Middle  Atlantic  states  show  a  very  large  increase  in  num- 
ber of  banks,  loans  and  discounts,  capital,  circulation,  and  de- 
posits. 

In  the  East  North  Central  states,  a  newer  section  of  the  coun- 
try where  more  activity  and  progress  was  going  on  than  in  either 
the  New  England  or  North  Atlantic  states,  loans  and  discounts, 
capital,  and  the  number  of  banks,  all  show  a  very  remarkable 
increase.  In  the  state  of  Indiana  alone  the  number  of  banks 
more  than  doubled,  the  loans  and  discounts  more  than  trebled, 
capital  almost  doubled,  circulation  more  than  quadrupled,  and 
deposits  almost  trebled.  Such  development  as  this  in  the  agricul- 
tural states  of  this  division  compared  with  conditions  in  the  non- 
agricultural  New  England  states  signifies  conclusively  the  rela- 
tion between  agriculture  and  bank  development.  In  this  division 
it  is  interesting  to  note  that  loans  and  discounts  in  the  years 
1900-1914  exceeded  the  deposits,  due  to  the  absorption  of  sav- 
ings in  investments  in  fixed  capital. 

In  the  West  North  Central  states  where  agricultural  activities 
exceeded  all  others  and  the  rural  communities  were  sparsely  set- 
tled, the  number  of  banks,  loans  and  discounts,  capital,  and  cir- 
culation showed  an  increase  even  more  astonishing  than  that  of 
the  East  North  Central  division.  In  Missouri  the  number  of 
banks  grew  from  83  to  247,  in  North  Dakota  from  24  to  149,  and 
in  South  Dakota  from  28  to  106 — a  remarkable  increase  which 
indicates  that  the  principal  factor  which  had  hitherto  prevented 
the  national  banks  serving  the  rural  communities  with  the  neces- 
sary short  time  credit  had  been  the  high  capital  requirements 
for  organizing  which  lay  far  beyond  the  accumulated  savings  of 
the  latter.  Loans  and  discounts  increased  from  a  little  less  than 
threefold  in  Kansas  to  more  than  sevenfold  in  South  Dakota; 
capital  in  almost  all  the  states  more  than  doubled;  circulation 
increased  from  less  than  threefold  in  Kansas  to  more  than  nine- 
fold in  North  Dakota;  while  deposits  increased  in  about  the  same 
proportion  as  loans  and  discounts.  Two  special  instances  in  this 
division  are  worthy  of  note:  first.  Iowa,  where  deposits,  loans, 
and  discounts  were  proportionately  less  than  in  oilier  states  duo 
to  the  unprecedented  development  of  the  stale  and  the  increas 
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in;:  prices  of  land,  expenditures  for  fixed  equipment  and  the 
like;  ami  second,  Missouri,  where  the  .same  things  were  greater 
on  account  of  the  speculative  markets  of  St.  Louis  where  large 
amounts  art'  Loaned  on  call. 

In  the  South  Atlantic  states  where  the  rural  communities  are 
especially  poor,  the  number  of  hanks  and  their  capital  more  than 
doubled,  while  the  circulation  quadrupled;  although  in  none  of 
these  factors  does  the  increase  compare  favorably  with  the 
Middle  Atlantic,  East  North  Central,  or  West  North  Central 
states.  In  the  less  important  agricultural  states  as  Delaware, 
moreover,  capital  decreased,  while  the  circulation  and  deposits 
increased  only  moderately,  demonstrating  that  here  also  slow 
growth  of  national  banking  facilities  was  due  to  the  high  capital 
requirements  that  lay  beyond  the  ability  of  the  agricultural  com- 
munities with  their  limited  savings. 

In  the  East  South  Central  states,  primarily  an  agricultural 
district  whose  principal  crops  are  cotton,  tobacco,  fruits,  and 
vegetables,  the  number  of  banks,  loans  and  discounts,  and  de- 
posits more  than  doubled ;  while  capital  and  circulation  more 
than  trebled.  As  in  all  Southern  states  after  the  Civil  War 
capital  had  been  scarce  in  this  section ;  towns  and  cities  were 
small,  and  industry  dependent  upon  agriculture ;  so  that  until 
the  act  of  1900  the  national  banks  had  but  a  slow  growth. 

The  growth  of  the  national  banks  in  the  West  South  Central 
states  which,  with  the  exception  of  the  oil  industries  in  Texas 
and  Oklahoma,  have  always  been  dependent  upon  the  sale  of 
agricultural  products  for  their  money  income,  was  more  pro- 
nounced than  in  the  South  Atlantic  or  East  South  Central  sec- 
tion ;  due  to  the  large  territory  covered  and  the  greater  oppor- 
tunity for  expansion  and  development  in  this  pioneer  section. 
Arkansas,  a  purely  agricultural  state,  illustrates  particularly 
well  the  new  relation  between  the  rural  communities  and  the 
national  banks  in  that  the  latter  increased  in  number  from  7 
to  58  in  this  period ;  while  the  pioneer  state  of  Oklahoma  gives 
a  rather  remarkable  illustration  of  thrift  in  that  deposits  ex- 
ceeded loans  and  discounts  both  in  1900  and  1914. 

In  the  mountain  states,  which  in  their  habitable  portions  are 
either  agricultural  or  mining  and  their  money  and  credit  are  used 
to  promote  those  pursuits,  the  national  banks  developed  at  about 
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the  same  rate  as  in  the  Southern  states.  It  is  a  remarkable  fact, 
however,  that  in  this  sparsely  settled  region  both  the  years  1900 
and  1914  show  that  deposits  exceeded  loans  and  discounts. 

The  Pacific  states  showed  the  largest  growth  in  proportion  to 
the  existing  banking  facilities  of  any  of  the  geographical  di- 
visions. The  number  of  banks  more  than  quadrupled,  total  loans 
and  discounts  became  seven  times  as  great,  total  deposits  six 
times,  and  total  capital  five  times.  Contrary  to  the  popular  opin- 
ion of  students  of  economics  who  believe  that  the  west  is  financed 
by  the  east,  deposits  in  this  section  exceeded  loans  and  discounts. 
"While  in  the  Pacific  and  mountain  states  gold  mining  may  affect 
those"  deposits,  the  occupation  of  coast  states  may  be  roughly  di- 
vided into  agriculture,  foreign  trade,  mining,  forestry,  fishing, 
and  manufacturing;  the  dominating  industry  being  agriculture. 

From  these  facts,  therefore,  it  is  evident  that  there  is  a  defi- 
nite relation  between  the  growth  of  national  banking  facilities 
and  agricultural  conditions — a  relation  that  may  perhaps  be 
brought  out  more  concretely  by  comparing  specific  states.  In 
Illinois,  a  state  in  which  agriculture  is  the  dominating  industry, 
the  value  of  farm  property  quadrupled  during  the  years  1900 
to  1910,  while  the  banking  capital  became  six  times  as  great — a 
striking  relation  between  agricultural  progress  and  increase  of 
banking  capital.  For  the  same  period  in  New  York  state  farm 
property  value  increased  from  1.19  to  1.45  billion  dollars;  while 
the  national  bank  capital  decreased  from  112  million  in  1870  to 
84  million  in  1890,  then  advanced  to  1G9.8  million  in  1910.  In 
this  state,  therefore,  hank  capital  tended  to  decrease  with  the  de- 
crease in  value  of  farm  property  until  the  last  decade,  when  the 
tremendous  increase  was  due  to  the  growing  importance  of  New 
York  City  a?  a  commercial  center.  Again  in  Massachusetts  and 
Georgia  statistics  are  of  like  purport.  In  the  latter,  one  of  the 
most  flourishing  agricultural  states  of  the  South,  from  1870  to 
1910  farm  property  increased  in  value  five  times  and  banking 
capital  twelve  times — a  significant  relation — while  in  the  former 
state,  banking  capital  fluctuated  almost  in  accordance  with  agri- 
cultural values  until  manufacturing  became  the  dominant  in- 
dustry of  Massachusetts,  when  it  steadily  declined. 

Thus  the  fact  of  the  spread  of  the  smaller  banks  into  rural 
communities  during  this  period   is  outstanding.     It   is  to  be  ob- 
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served  that  the  Largest  number  <d  these  banks  were  organized 
in  the  Western  states,  but  in  New  England  and  the  Eastern 
states,  where  manufacturing  and  commerce  and  not  agriculture 
were  of  dominating  importance,  a  large  number  of  state  banks 
which  rather  significantly  possessed  much  larger  capital  than 
those  of  the  South  or  West,  were  converted  into  national  banks. 
This  was  partly  due  to  the  Act  of  1900  which  also  brought  with 
it  the  need  of  additional  circulation.  The  forces  which  stimu- 
lated the  note  issue  were  incorporated  in  the  Act  of  1900:  a  re- 
duction to  one-half  of  one  per  cent  per  annum  on  the  tax  on 
circulation,  secured  by  2  per  cent  bonds,  and  an  increase  in  the 
amount  of  notes  to  100  per  cent  of  the  par  value  of  the  bonds 
deposited. 

The  increase  in  outstanding  circulation  from  $265,303,018 
on  June  29,  1900,  to  $722,554,719  on  June  30,  1914,  should  have 
permitted  the  banks  to  reach  out  into  the  country  and  serve  agri- 
culture with  the  necessary  cash,  but  the  steady  rise  in  prices, 
which  began  about  1896,  and  the  increased  volume  of  business 
and  speculation,  soon  took  up  the  additional  circulation  pro- 
vided, and  the  value  of  the  crops  of  the  country  had  reached 
proportions  so  immense,  that  the  movement  to  market  in  August 
and  September  continued  to  cause  annually  a  dangerous  absorp- 
tion of  the  currency. 

The  Crisis  of  1907 

The  crisis  of  1907  is  properly  known  as  a  "bankers'  panic." 
Unlike  the  years  of  most  previous  crises,  in  1907  the  crops  were 
large  and  prices  above  the  average.  The  real  cause  of  this 
crisis  may  be  briefly  summed  up  as  a  loss  of  confidence  among 
bankers,  speculators,  security  holders  and  in  places  of  high 
finance.  For  a  decade  prosperity,  high  prices,  and  an  unheard 
of  production  of  gold  had  been  accompanied  by  the  usual  cycle 
of  speculation  and  investment  in  fixed  capital,  which  with  ad- 
vancing interest  rates  was  necessarily  accompanied  by  a  de- 
cline in  the  price  of  securities.  This  brought  on  a  period  of 
liquidation  just  preceding  the  panic.  The  tendency  toward 
liquidation  undermined  the  confidence  of  speculators  and  large 
security  holders ;  consequently  the  crash  came  and  spread  over 
the   country,    affecting  the  movement   of  crops,   business,   and 
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prices  in  general,  and  was  of  international  consequence,  but  was, 
however,  more  acute,  lasting  and  severe  in  the  United  States 
than  in  any  other  country,  because  of  our  inadequate  currency 
system. 

The  National  Monetary  Commission 

Under  the  Act  of  May  30,  1908,  a  National  Monetary  Commis- 
sion was  created  whose  purpose  was  ' '  to  inquire  into  and  report 
to  Congress  at  the  earliest  date  possible  what  changes  are  neces- 
sary or  desirable  in  the  monetary  system  of  the  United  States, 
or  in  the  laws  relating  to  banking  and  currency." 

This  commission  made  their  investigation  international  by  in- 
quiring into  the  principal  monetary  systems  of  the  world. 
When  their  investigation  was  completed  the  following  main  de- 
fects in  the  national  banking  system  were  pointed  out : 

National  banking  law  required  banks  to  keep  a  large  part  of 
their  reserves  in  their  own  vaults,  thus  preventing  the  free  flow 
of  credit  from  sections  where  the  supply  was  abundant  to  sec- 
tions where  there  were  stringent  needs,  and  creating  a  tendency 
in  times  of  distress  for  all  banks  to  safeguard  their  own  in- 
terests and  draw  to  themselves  a  maximum  of  reserves. 

A  portion  of  bank  reserves,  moreover,  had  to  be  deposited 
in  the  central  reserve  cities;  which,  however,  treated  such  re- 
serves as  individual  deposits  rather  than  mobilization  of  credit 
for  adequate  security. 

Banking  laws  generally  forbade  the  extending  of  further  loans 
when  reserves  dropped  below  a  prescribed  legal  minimum.  The 
reserves  were  thus  regarded,  not  as  a  basis  for  the  extending  of 
additional  credit  when  the  conditions  were  demanding  it,  but 
rather  as  till-money  to  be  paid  out  over  the  counter.  Such  elas- 
ticity of  reserves  was  little  better  than  none  at  all.  Each  bank 
stood  almost  entirely  by  itself.  There  were  scarcely  any  cen- 
tralized reserves  and  no  indirect  market  facilities  which  per- 
mitted reserve  mobilization  during  periods  of  stringency.  Also, 
the  facilities  for  dired  borrowing  were  limited,  and  when  trou- 
ble appeared  on  the  horizon,  each  hank  stai'led  hoarding  for  it- 
self, and  panicky  conditions  were  altnosl   inevitable. 

Under  the   Act   of  1000  the  hanks  were  authorized   to  issue 

notes  up  to  the  par  V&lue  Of  the   United   States  bonds  deposited 
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with  the  treasurer.  The  market  prices  of  bonds  before  had  in- 
fluenced  the  note  issue  of  the  national  banks,  and  was  generally 
adverse  to  the  needs  for  notes.  The  premium  on  bonds  and  the 
tax  upon  note  issues  and  other  costs  also  made  it  unprofitable 
for  the  banks  to  issue  more  than  could  be,  without  doubt,  kept  in 
circulation.  There  was  no  competition  in  the  issue  of  notes  by 
the  national  banks  as  in  the  Canadian  banking  system.  The 
limitation  placed  on  redemption  of  notes  discouraged  banks  from 
issuing  them  for  temporary  needs.  The  bonds  available  for  note 
issue  were  not  elastic  in  themselves,  according  to  the  needs  of  the 
country's  trade,  but  varied  with  the  revenue  demands  of  the 
( rovernment. 

"We  lack  means  to  insure  such  effective  cooperation  on  the 
part  of  the  banks  as  is  necessary  to  protect  their  own  and  public 
interests  in  times  of  stress  or  crisis."  At  such  a  time  the  public 
should  be  served  liberally  with  credit  in  order  to  prevent  a 
panicky  situation  from  entering  the  public  mind.  But  as  the 
national  banks  have  no  way  of  replenishing  their  reserves  they 
would  naturally  wish  to  restrict  credit  and  hoard  reserves  for 
future  use.  Banks  in  the  clearing-house  cities  cooperated  and 
pooled  their  reserves,  clearing-house  certificates  were  issued  and 
passed  among  members  of  the  clearing-house.  These,  however, 
were  palliatives,  rather  than  preventatives,  and  they  were  only 
locally  effective.  The  country  banks  and  rural  interests  were 
helpless. 

Under  the  national  banking  system,  there  was  no  organized 
system  of  domestic  clearings,  but  clearings  depended  upon  the 
voluntary  inter-relations  established  between  banks.  Logically, 
the  banks  kept  exchange  balances  in  the  larger  centers  to  fa- 
cilitate trade.  This  offered  opportunity  for  considerable  decep- 
tion. The  banks  generally  regarded  exchange  balances  as  part 
of  their  lawful  money  reserve,  and  credited  their  exchange  bal- 
ances at  the  time  they  were  remitted  for  collection,  charging 
against  such  balances  only  items  that  were  in  hand,  and  for 
which  remittance  had  been  made.  These  exchange  balances  were 
for  the  most  part  treated  as  "other  deposits,"  and  no  special 
reserve  was  held  against  them.  But  when  a  stringency  came,  the 
banks  would  draw  upon  their  exchange  balances  and  in  nearly 
every  case  insist  upon  having  currency.    This  placed  the  banks 
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acting  as  reserve  agents  in  a  difficult  position.     Also   it    com 
pletely  destroyed  the  system  of  domestic  exchange  a1  the  time 
when  it  was  most  needed. 

"There  was  a  lack  of  commercial  paper  of  any  established 
standard."  After  the  Civil  War,  owing  to  the  situation  which 
developed  in  connection  with  the  depreciated  currency,  there 
arose  in  credit  transactions  of  short-terms  a  practice  of  liberal 
discounts  for  cash.  This  gave  rise  to  the  single-name  paper  with 
which  merchants  borrowed  on  their  own  notes  and  bought  for 
cash  gaining  the  benefits  of  the  discounts.  This  sort  of  paper 
showed  nothing  as  to  the  use  to  which  the  credit  was  to  be  put, 
and  was  essentially  personal  credit.  From  this  the  system  of  the 
manufacturers  and  merchants  in  the  larger  centers  carrying  on 
open  account  the  small  dealers  who  could  not  get  credit  readily 
at  the  bank  arose,  which  in  turn  limited  the  amount  of  com- 
mercial paper  available  for  the  banks  to  purchase,  and  narrowed 
the  commercial  paper  market.  The  larger  dealers  used  their 
accounts  receivable  as  a  basis  for  advances  from  their  local 
banks,  and  as  a  result,  restricted  the  origin  of  commercial  paper 
to  well-known  dealers  in  the  larger  cities.  The  banks  in  the 
larger  centers,  therefore,  had  the  advantage  of  being  able  to 
invest  surplus  funds  in  commercial  paper,  whereas  the  country 
banks  were  not  in  position  to  know  the  character  of  the  paper, 
nor  able  to  get  hold  of  any  of  it,  if  they  wanted  it.  This  led 
to  the  practice  of  the  banks  of  the  smaller  communities  deposit- 
ing their  surpluses  in  the  banks  of  the  larger  centers,  which  drew 
from  the  rural  communities  the  savings  of  those  communities, 
and  left  them  without  the  necessary  cash  to  cany  on  productive 
operations. 

Owing  to  the  narrow  character  of  our  discount  market  with 
its  limited  range  of  safe  and  profitable  investments  for  banks, 
money  and  credit  became  concentrated  in  New  York.  The  <lc 
posits  of  correspondents  were  treated  as  individual  deposits, 
and  since  it  was  the  practice  to  pay  interest  on  these  deposits, 
the  banks  found  it  necessary  to  utilize  their  credit  to  the  fullest 
extent  possible.  No  reserves  were  kept  against  these  deposits 
and  they  were  used  mostly  in  call  loans  Eor  speculative  purposes 
upon  the  stock  exchange,  and  not  for  the  promotion  of  trade  and 
industry.     This  diverted   the   funds   of  the  country    into   unite 
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rially  unproductive  uses  at  times  when  agriculture,  industry, 
and  commerce  were  stagnated  for  want  of  the  mobilizing  forces 
o\'  credit. 

The  lack  of  a  broad  discount  market  and  dead-line  reserves 
made  each  bank  responsible  for  itself  in  times  of  crisis.  Under 
such  a  system,  the  banks  could  not  discount  some  of  their  per- 
fectly good  assets  and  secure  credit.  Nor  could  they  go  to  any 
central  point  and  borrow  the  necessary  credit.  Consequently, 
each  bank  was  extremely  cautious  to  protect  itself,  and  agri- 
culture was  unduly  discriminated  against,  since  the  farmers' 
paper  usually  had  a  longer  maturity  than  that  of  the  merchants. 
A  broad  discount  market  would  have  enabled  the  local  banks  to 
dispose  of  some  of  their  well-secured  paper  and  provide  for  the 
emergent  needs  of  the  community ;  but  instead  local  bankers  and 
their  clients  were  alike  at  the  mercy  of  the  financial  weather. 

In  the  South,  "West,  and  the  rural  communities  the  high  capital 
requirements  prohibited  the  organization  of  national  banks,  even 
after  the  Act  of  1900.  This  might  have  been  bridged  by  a  system 
of  branch  banking,  but  branch  banks  were  generally  in  disrepute 
in  the  United  States,  and  while  the  national  banking  laws  did  not 
expressly  forbid  the  establishment  of  branch  banks,  there  was 
no  provision  which  implied  that  such  authority  existed,  and  it 
was  construed  to  mean  that  the  general  business  of  a  national 
bank  must  be  conducted  in  one  office  or  banking  house  desig- 
nated in  the  organization  certificate.  Such  conditions  compelled 
agricultural  communities  to  get  along  without  the  necessary 
banking  facilities,  and  the  credit  which  the  agricultural  classes 
were  obliged  to  nse  was  supplied  by  the  country  stores  at  profi- 
teering rates,  which  caused  stagnation  in  the  rural  communities 
of  the  South. 

The  interest  rates  in  different  communities  fluctuated  widely, 
due  to  the  immobility  caused  by  the  strict  legal  requirements. 
Owing  to  the  absence  of  open  market  operations  credit  did  not 
flow  freely ;  thus,  the  rates  in  some  communities  were  very  much 
higher  than  those  in  others.  Yet  the  flow  of  credit  was  not  free 
enough  to  permit  the  excess  from  one  community  to  pass  to  an- 
other, where  the  demand  was  much  greater. 

By  the  Act  of  1864,  the  national  banks  were  forbidden  to  make 
loans  upon  real  estate  security.     This  took  away  the  chief  se- 
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curity  of  the  farming  classes.  Ii  also  drove  the  banks  to  invest 
their  surplus  in  the  larger  centers,  instead  of  in  their  home 
communities.  The  provision  prohibiting  national  banks  loaning 
for  long  terms  on  a  farm  mortgage  security  was  a  very  wise  one, 
because  the  limitations  placed  upon  the  national  banking  system 
by  restrictive  legislation  made  it  necessary  for  it  to  hold  rather 
closely  to  commercial  banking  practices. 


CHAPTER  V 

CONSEQUENCES  OF  THE  LEGAL  AND  ECONOMIC  RE- 
STRICTIONS UPON  THE  NATIONAL  BANKING 
SYSTEM 

The  legal  restrictions  upon  the  national  banking  system,  and 
the  economic  restrictions  upon  accumulating  savings,  were  the 
two  great  handicaps  for  the  agricultural  communities.  We  have 
reviewed  these  restrictions  in  so  far  as  possible  in  their  chrono- 
logical order.  It  is  now  our  task  to  summarize  briefly  the  con- 
sequences. 

The  seasonal  demands  of  agriculture  made  the  most  notice- 
able impression  upon  the  inelasticity  of  the  national  banking 
currency.  The  most  conspicuous  demand  of  agriculture  for  cur- 
rency elasticity  is  during  the  crop-moving  season.  The  market- 
ing of  crops  is  unlike  the  marketing  of  manufactured  goods,  be- 
cause the  latter  can  be  distributed  over  the  entire  year,  while 
the  marketing  of  the  bulk  of  agricultural  crops  comes  during  a 
few  months  in  the  fall  and  winter.  This  creates  an  annual  rise 
and  fall  in  the  demand  for  large  sums  of  currency  in  the  in- 
terior. 

It  would  seem  that  the  note  issue  privilege  should  supply  the 
necessary  elasticity  in  a  system  of  national  currency,  but  such 
was  not  the  case  under  the  national  banking  system.  The  bond- 
deposit  security  requirements  made  the  system  rigid  and  unable 
to  respond  to  sudden  demands.  The  issue  of  notes  depended 
very  largely  upon  the  price  of  Government  bonds,  which  was 
usually  adverse  to  the  need  for  notes.  The  factors  which  con- 
trolled the  market  price  of  bonds  might  have  little  or  no  effect, 
or  even  an  opposite  effect,  upon  the  demand  for  notes,  and  these 
influences  were  entirely  outside  the  control  of  the  banks.  At  the 
very  time  the  demand  for  notes  was  greatest,  the  banks  had  least 
encouragement  to  issue  notes;  because  the  rates  were  such  that 
the  greater  profit  was  to  be  obtained  by  the  direct  investment 
of  capital  funds.     Therefore,  it  could  almost  be  confirmed  as  a 
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case-made  rule  that  a  bond  secured  circulation  is  inconsistent 
with  the  automatic  adjustment  of  the  quantity  of  notes  to  the 
demands  of  business. 

The  deposit  currency  possessed  a  high  degree  of  elasticity  for 
business  interests,  but  in  the  country  districts  farmers  had  never 
learned  to  use  the  check  and  deposit  method,  and  bankers  had 
not  encouraged  it.  Furthermore,  before  the  expansion  of  na- 
tional banking  facilities  after  the  Act  of  1900,  accommodations 
were  not  available  in  the  rural  districts  to  build  up  the  practice 
of  deposit  currency  among  farmers.  The  rural  population  dis- 
trusted checks,  and  the  custom  was  established  of  making  most 
payments  in  coin,  or  some  form  of  bank  notes.  The  farmer  had 
to  pay  hired  labor  with  cash,  and  frequently  the  local  merchants 
and  tradesmen  demanded  coin  or  notes.  This  made  it  necessary 
for  the  farmer  to  demand  cash  or  note  currency  for  the  products 
he  had  to  sell.  This  demand  for  currency  by  the  agricultural 
classes  strained  the  entire  credit  structure  at  the  annual  market- 
ing of  the  crops.  Moreover,  these  payments  made  to  the  farmer 
for  his  crops  did  not  immediately  find  their  way  into  circulation 
again.  During  almost  the  entire  history  of  the  national  banking 
system,  the  check  system  of  payments  was  inconvenient  and  im- 
practical for  the  farmer.  And  as  a  result  he  was  compelled  to 
keep  on  hand  currency  for  forthcoming  outlays.  Oftentimes 
large  sums  were  thus  held  for  paying  wages,  buying  feed,  spring 
supplies,  and  to  make  payments  on  mortgages. 

In  our  strictly  agricultural  regions,  the  demand  for  currency 
is  similar  to  that  of  Canadian  agricultural  demands.  But  the 
national  banking  system  was  unable  to  supply  the  currency  needs 
in  the  way  that  they  are  supplied  by  the  Canadian  banking  sys- 
tem. Asset  and  branch  banking  enables  the  Canadian  banks  to 
supply  currency  in  any  community  almost  instantaneously, 
whenever  the  need  is  felt.  Hut  neither  of  these  functions  could 
be  carried  on  under  our  national  banking  laws.  The  emergent 
need  for  notes  was  often  past  by  the  time  an  issue  could  be 
obtained  under  the  bond  deposit  system,  and  if  it  could  be  ob- 
tained at  all.  the  prohibition  of  branch  offices  prevented  the 
banks  reaching  out  into  many  of  the  rural  communities  where 
the  need  was  most  urgent.  1 1".  under  the  national  banking  sys- 
tem, notes  had  been  supplied  to  nicd   the  autumn  demands  of 
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the  agricultural  classes,  there  was  no  way  of  bringing  the  notes 
in  for  redemption  when  they  had  performed  their  function. 
This  compelled  a  passive  expansion  of  the  national  currency 
which  was  really  what  happened  many  times,  and  particularly 
after  the  Act  of  1900,  when  the  smaller  national  banks  reached 
out  into  the  rural  communities,  as  was  shown  in  the  annual  in- 
crease of  the  volume  of  note  currency. 

Probably  the  deficiency  of  note  currency  in  the  agricultural 
sections  of  the  United  States  before  1900  can  be  indicated  by 
the  percentage  of  permissible  issue,  in  excess  of  required  bond 
deposits,  which  banks  actually  issued  in  representative  divisions 
of  the  East,  South,  and  West. 

Table  IV. — Percentage  ok  Permissible  Issue,  over  Required  Bond 
Deposits  in  1897  l 

East:  South: 

New  Hampshire 55.0          North  Carolina 3.2 

Vermont 4!). 2          South  Carolina 4.4 

Rhode        Island         (outside  Florida 5.4 

Providence )    53.9          Alabama  5.1 

West :  Mississippi 4.2 

Nebraska    2.6          Arkansas    0.8 

Kansas   6.9 

Missouri   (outside  St.  Louis  )  4.7 

Table  IV  shows  concretely  the  inequality  of  the  note  issue  in 
the  different  sections  of  the  country,  and  the  deficiency  of  notes 
in  the  very  communities  where  they  were  needed  most.  The 
reasons  for  the  failure  to  issue  notes  where  needed  are  many. 
After  the  restrictions  of  the  note  issue  were  removed,  the  in- 
terest rates  remained  so  high  in  rural  communities  that  it  was 
more  profitable  to  loan  capital  funds  direct  than  by  the  round- 
about method  of  issuing  notes  secured  by  bonds.  Also,  the 
scarcity  of  banks  in  these  sections,  and  the  inability  of  the  exist- 
ing banks  to  establish  branches  under  the  law,  prevented  the 
penetration  into  the  rural  districts  where  notes  were  needed. 

Particularly  because  of  the  opposition  to  monopoly  and  cen- 
tralization of  banking  power  in  the  United  States,  branch  bank- 
ing has  never  met  with  favor,  and  national  banks  were  not  legally 

i  Compiled  and  computed  from  the  reports  of  the  Comptroller  of  the 
Currencv,  1897. 
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authorized  to  establish  branches.  This  prevented  the  banks  in 
the  larger  centers  reaching  out  and  supplying  the  rural  districts 
with  note  currency  where  the  greatest  need  for  such  currency 
existed.  The  capital  requirements  for  organizing  a  bank  pre- 
vious to  1900  and  even  since,  have  been  such  that  the  country 
villages,  in  many  of  the  sparsely  settled  districts  of  the  West  and 
South,  have  been  unable  to  support  a  national  bank.  The  state 
banks  might  have  taken  up  the  problem  of  establishing  branches 
in  the  rural  communities,  but  the  tax  upon  state  bank  note  issues 
drove  them  out  of  this  field,  and  deposit  currency  would  not  sat- 
isfy the  requirements  of  the  agricultural  classes ;  and,  if  branches 
had  been  permissible  in  the  rural  districts,  the  laws  governing 
the  note  issue  were  inadequate  to  provide  for  the  contraction  of 
the  currency  when  it  had  performed  its  function.  Doubtless, 
some  such  competition  in  the  issue  of  notes  by  the  various  cen- 
tral banks  as  exists  in  the  Canadian  system,  could  have  been  de- 
vised. In  Canada,  the  nineteen  banks,  with  their  network 
of  over  500  branches  each,  are  in  competition  for  the  business  of 
issuing  notes.  The  national  banking  system  lacked  any  such 
possibility  of  extension  of  facilities  or  the  expansion  and  con- 
traction of  the  currency  according  to  the  needs  of  the  various 
districts  and  the  country  as  a  whole.  This  monopoly  of  the  note 
issue  by  the  national  banks  and  the  prohibition  of  branches  were 
the  principal  handicaps  which  prevented  the  system  serving  the 
rural  interests.  Due  to  these  limitations,  the  circulation,  par- 
ticularly in  the  South  and  West,  was  very  inelastic  and  inade- 
quate. 

The  issue  of  notes  was  limited  by  the  original  National  Hank 
Act  to  $800,000,000,  and  as  early  as  June  1,  18G5,  more  than 
.$251  ),000,000  had  been  authorized.  In  Massachusetts,  Rhode 
Island  and  Connecticut,  where  the  existing  banks  had  been  con- 
verted into  national  banks  almost  in  a  body,  they  were  entitled 
under  the  legal  apportionment,  to  less  than  $.'54,000,000,  but  had 
received  authority  for  $85,000,000.  New  York,  New  Jersey, 
Pennsylvania,  and  Ohio  had  more  than  filled  their  legal  quotas; 
the  West  and  Northwest,  Indiana  and  Minnesota  excepted,  were 
generally  still  short  of  theirs;  and  the  states  in  the  South,  and 
the  states  and  territories  west  of  the  Missouri,  entitled  to  nearly 
$100,000,000,  had  received  authority  for  only  about  $5,000,000, 
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of  which  Dearly  three-fourths  was  in   Kentucky  and  Missouri.8 
By  October  1.  1866,  when  $292,673,000  of  notes  had  been  given 
out   for  circulation,   the   allotment   between   certain  groups  of 
states  was  as  follows:  3 

Table  V. 

Quota   if  Apportioned     Amount  Issued 
in   Millions  in  MilIio)is 

Of  States  having  an  Excess: 

Six  New  England 45.7  103.5 

Five  Middle    04.0  124.2 

Ohio,  Indiana  and  Minnesota 28.3  30.7 

Of  States  Deficient: 

Six  Western   37.7  18.0 

Kentucky,  Tennessee,  Arkansas 22  3.6 

Nine  Southern,  Atlantic  and  Gulf    .  66.2  6.!) 


Perhaps  the  inequality  shown  in  Table  V  was  permitted  be- 
cause the  agricultural  states  of  the  South  and  West  would,  in  all 
probability,  have  been  unable  to  use  their  quota  of  the  circula- 
tion for  some  time.  The  Eastern  and  Middle  states  had  their 
demands  for  notes  augmented  by  the  elimination  of  the  state 
bank  circulations,  to  which  the  public  had  been  accustomed. 
However,  the  attainment  of  the  limit  of  circulation  checked  the 
growth  of  the  national  banks  from  1866  to  1870.  In  many  com- 
munities, where  banks  were  organized,  they  were  asked  to  forego 
their  right  to  note  issues,  and  in  many  cases  in  the  South  and 
West  the  privilege  of  starting  new  banks  was  bought  when  banks 
in  New  England  and  New  York  had  failed,  and  in  other  in- 
stances they  bought  the  circulation  of  New  England  and  New 
York  banks.4 

The  situation  of  the  AVest  and  Northwest  was  very  different 
from  that  in  the  East.  After  the  Civil  War,  a  new  period  of 
rapid  growth  came.  The  population  increased  rapidly,  trans- 
portation facilities  opened  up  new  territories,  and  in  these  fertile 
sections  there  appeared  unlimited  opportunities  for  industry  and 
agriculture.    But  the  increase  in  banking  facilities  which  should 

2  Bankers'  Magazine   Julv,  1865,  p.  54. 

3  Quota  for  each  state,  7  House  Exec.  Doc,  No.  33,  of  1865-66.  The 
amount  issued  to  banks.     Comptroller's  report  for  1866,  p.  66. 

H'ohji.  Globe,  1867-68,  p.  3187. 
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have  accompanied  this  expansion  \va.s  very  much  handicapped. 
There  was  no  room  for  additional  banks  of  issue,  and  banks  of 
deposit  and  discount  could  not  supply  the  needs  for  circulation 
nor  attract  capital. 

In  the  Central,  Southern,  South  Atlantic,  and  Gulf  states,  the 
conditions  were  even  worse  than  in  the  Middle  West.  Particu- 
larly since  the  Southern  stat&s  had  suffered  heavy  losses  during 
the  war,  and  as  a  result  their  political  and  economic  structure 
was  overturned  and  capital  was  very  insufficient.  While  time 
and  procrastination  were  necessary  for  the  South  to  regain  its 
ability  to  progress  and  establish  sound  banking  facilities,  im- 
provement and  readjustment  were,  no  doubt,  retarded  by  the 
failure  to  receive  the  proper  portion  of  the  right  of  issue  under 
the  national  banking  system.  This  lack  of  banking  facilities,  to- 
gether with  the  impossibility  of  developing  them,  was  the  under- 
lying cause  of  the  establishment  of  the  very  undesirable  system 
of  store  credit  between  the  agricultural  classes  and  the  mer- 
chants. 

July  12,  1870,5  Congress  passed  an  Act  providing  for  the  issue 
of  $54,000,000  bank  notes  to  be  distributed  among  the  states 
having  less  than  their  rightful  proportion  under  the  Act  of 
1865,  and  that  the  three  per  cent  certificates  should  be  called  in 
and  redeemed  as  fast  as  the  bank  notes  were  issued.  When  this 
operation  had  been  completed,  a  further  amount  of  $25,000,000 
was  to  be  withdrawn  from  states  having  more  than  their  allot- 
ment of  circulation  and  issued  to  banks  in  states  having  less  than 
their  due  proportion.  Also,  it  was  provided  that  banking  asso- 
ciations might  be  moved  from  slates  having  an  excess  of  bank 
circulation  to  states  found  deficient.  In  the  same  Act,  provision 
was  made  for  the  establishment  of  gold  banks,  issuing  notes  re- 
deemable in  gold  coin  upon  the  security  of  United  States  bonds. 
These  banks  played  an  important  role  in  the  Pacific  states,  where 
gold  payments  had  been  maintained  during  and  after  the  war 

Advantage  was  immediately  taken  of  the  Act  of  1870.  By 
November,  thirty-one  banks  had  been  organized  under  the  new 
law,  and  two  hundred  and  fifty  applications  were  on  file.  This 
indicates  the  need  which  existed  for  additional  banking  facili- 
ties.    Twenty  of  the  banks  organized  were  in   Western  slates, 

'"  16  Statutes  ;it  Large,  \>.  251. 
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eight,  in  Kentucky  and  Tennesse  and  three  in  Virginia  and 
Georgia,  and  nearly  one-fourth  of  the  applieations,  representing 
one-third  of  the  capital  called  for,  were  from  the  Southern  coast 

stiltt'.s." 

These  facts  indicate  the  pressing  demand  for  banking  accom- 
modations in  the  South  and  "West.  But  the  real  need  of  these 
sections  was  capital.  They  could  get  money  and  credit  in  a  slow, 
crude  way  for  their  products,  but  the  difficulty  was  to  keep  it  in 
the  community.  For  example,  if  the  East  bought  from  the 
farmers  of  Missouri  $100,000  worth  of  farm  products,  a  credit 
for  that  amount  was  established  in  eastern  markets.  They  could 
obtain  this  credit  in  working  capital,  money,  securities,  or  any- 
thing else  the  East  had  to  sell  and  the  people  of  Missouri  were 
willing  to  buy.  If  they  preferred  to  have  money,  a  movement 
of  this  amount  would  take  place  from  the  eastern  money  centers, 
say  New  York,  to  Missouri.  But  if  later  they  found  they  had  a 
surplus  of  money,  it  would  gravitate  back  to  New  York,  because 
the  people  would  wish  to  buy  working  capital  or  something  else 
from  the  East,  or  to  loan  their  money  out  for  interest.  This 
same  process  went  on  between  the  various  communities  and  the 
money  centers,  and  it  is  obvious  that  stringent  conditions  must 
have  existed  in  communities  where  purchases  exceeded  sales. 
Then  the  actual  scarcity  of  money  and  credit  in  the  various  com- 
munities of  the  South  and  West  may  not  have  been,  and  usually 
was  not,  due  to  a  general  scarcity  of  currency  in  the  country, 
but  was  rather  due  to  the  disproportion  of  currency  and  capital 
between  the  various  sections  of  the  country. 

The  Act  of  June  20,  1874,7  provided  for  the  withdrawal  of 
an  additional  $30,000,000  notes  from  states  having  an  excess  of 
bank  currency  under  the  legal  allotment,  and  the  distribution 
among  states  found  to  be  deficient.  The  law  also  provided, 
among  other  provisions  which  were  significant  for  the  rural  dis- 
tricts, that  any  bank,  upon  the  withdrawal  or  reduction  of  its 
circulation,  might  reduce  its  deposits  of  bonds  to  any  amount 
not  less  than  $50,000.  This  relieved  the  banks  from  making  a 
greater  use  of  the  right  of  issue  than  their  business  required. 
It  left,  more  freedom  of  action  among  the  banks,  especially  in  the 

« Comptroller's  Report,   1870,  p.  25. 
7  is  statutes  at  Large,  p.  l-'-'i. 
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larger  centers,  regarding  their  issues,  and  gave  the  privilege  of 
issue  more  freedom  to  gravitate  to  the  communities  where  needed. 
By  Nov.  1,  1874,  New  York  and  Missouri  each  surrendered  more 
than  $2,000,000  notes,  and  Kentucky,  Indiana,  and  Illinois  to- 
gether received  more  than  $2,000,000 ; 8  the  Comptroller  reported 
that  the  withdrawal  of  notes  by  some  banks  and  the  liquidation 
of  others  placed  at  his  disposal  $14,200,000  of  circulation,  prob- 
ably enabling  him  to  satisfy  demands  from  new  banks  for  some 
months  to  come.9    The  demand  for  the  right  of  issue  was  thus 
declining  when,  by  the  Act  of  1875, 10  Congress  established  the 
free  banking  system,  and  waived  all  provisions  fixing  a  limit  to 
the  aggregate  of  circulation.     The  stagnation  of  business  follow- 
ing the  revulsion  of  1873  continued,  and  by  November,  1876,11 
the  total  circulation  had  fallen  to  $240,000,000,  which  was  un- 
equally distributed  throughout  the  country,  the  greatest  decline 
being  in  the  New  England  states,  due,  perhaps,  to  the  decline  in 
the  price  of  United  States  bonds.    There  was  an  advance  turn  in 
circulation  in  1879,  which  continued  until  about  1882;  the  high- 
est point  reached  was  about  $325,000,000.    From  this  point  the 
circulation  declined  with  the  rising  price  of  bonds  until  about 
1891,  when  the  bottom  was  reached  at  about  $123,000,000.     The 
decline  in  the  price  of  bonds  reverted  the  trend  of  the  issue,  and 
in  October,  1893,  the  total  circulation  of  notes  was  at  $183,000,- 
000.     During  the  disturbed  business  conditions  after  the  panic, 
the  issue   fell   off  slightly,  but  again   rose,   and   reached   about 
$211,000,000  in  1896,  and  did  not  vary  materially  from  this  point 
until  the  close  of  the  century,  and  was  at  about  $215,000,000  in 
1899.1'- 

This  brief  summary  of  the  fluctuations  in  the  note  issue  and 
the  conditions  affecting  it,  clearly  indicates  that  other  influences 
quite  as  important  as  the  need  for  circulation  controlled  the 
issue  The  high  price  of  bonds  and  interest  rates  in  the  South 
and  West  made  it  unprofitable  to  issue  notes  at  the  very  time 
they  were  most  needed. 

While  the  reduction  of  bond  deposit  requirements  by  the  Act 

s  Comptroller's  Report,  1874,  p.  lis. 

■■'  [bid.,  |>.   129. 

to  is  Statutes  al   Large,  p,  296 

« Comptroller's  Report,   1876,  p.  262, 

12 Comptroller's  Report,  1899,  p.  ill 
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of  187.")  was  a  step  in  the  right  direction  to  reach  the  possibilities 
of  the  South  and  West,  it  did  not  go  far  enough.  Only  the 
wealthier  section  could  afford  to  pay  the  note  issue  require- 
ments. In  reaching  the  agricultural  classes,  little  change  took 
place  in  the  national  hanking  system  until  after  the  Act  of  1900, 
which  reduced  the  capital  requirements  for  organizing  national 
banks  to  $25,000  in  towns  of  less  than  3,000  population,  and  in- 
creased the  privilege  of  issue  to  100  per  cent  of  the  par  value  of 
the  bonds  deposited.  As  pointed  out  above,  the  national  banks 
from  1900  to  191-1  increased  rapidly  in  number,  capital,  loans, 
circulation,  and  deposits  in  the  agricultural  districts  of  the  South 
and  West.  Other  conditions  influenced  the  movement  of  banking 
capital  to  the  South  and  West,  such  as  improved  transportation 
facilities,  and  the  movement  of  industrial  organizations  and 
manufacturing  establishments  to  the  sources  of  raw  material  in 
these  sections.  But  as  yet,  the  financing  of  agriculture  contin- 
ued so  restricted  under  the  facilities  furnished  by  the  national 
banks  that  state  banks  did  a  large  portion  of  the  business,  and 
in  the  cattle  growing  regions  a  special  class  of  organizations 
known  as  cattle  loan  companies  grew^  up  in  co-partnership  with 
the  state  and  national  banks.13 

is  The  work  of  the  state  banks,  and  cattle  loan  banks  and  companies,  is 
a  copious  study,  each,  within  itself,  and  cannot  be  annexed  to  this  investi- 
gation. However,  it  should  be  noted  that  the  state  banks  generally  kept 
deposits  with  city  banks  and  banked  through  them.  And  the  cattle  loan 
companies  were  usually  organized  in  conjunction  with  a  state  or  national 
bank  and  were  able  to  profit  by  their  facilities,  experience,  and  knowledge. 


CHAPTER  VI 

SEASONAL    INELASTICITY    AS   INDICATED    BY    CALL 

LOAN  INTEREST  RATES  AT  THE  NEW  YORK 

STOCK  EXCHANGE 

The  call  loan  rates  of  the  New  York  Stock  Exchange  measure 
more  accurately  than  any  other  available  criteria  the  immediate 
conditions  of  the  money  market.  They  refer  to  the  present  and, 
perhaps,  only  in  a  narrow  psychological  way  represent  a  dis- 
counting of  the  future.  They  are  based  upon  the  loans  of  bank 
and  trust  company  balances,  and  are  payable  on  demand  and 
renewable  from  day  to  day,  and  they  apply  largely  to  loans  made 
for  speculative  purposes.  For  these  reasons,  the  rates  are  highly 
sensitive.  Perhaps  the  average  rate  from  1890  to  1908  would  be 
representative  for  the  period  of  the  National  Banking  System. 

The  loan  fund  situation,  as  evidenced  by  the  average  interest 
rates  in  Table  VI,  is  very  zigzagging.  But  the  average,  perhaps, 
does  not  show  as  wavering  a  demand  as  really  exists  in  the  agri- 
cultural communities.  According  to  the  averages  of  this  table, 
the  peak  demand  for  loan  funds  is  readied  the  last  week  in  the 
year.  Obviously,  this  is  the  demand  for  the  holiday  season. 
But,  as  the  average  interest  rates  show,  the  scarcity  of  loan 
funds  increases  from  the  first  week  in  December  to  the  last. 
Thus,  the  rate  varies  from  3.95  the  first  week  to  7. .'58  per  cent 
the  last  week.  This  scarcity  is  brought  about  by  other  causes, 
but  reaches  the  acute  stage  when  the  holiday  demand  is  brought 
to  bear  with  its  full  force.  These  other  causes  may  be  many, 
but  the  one  of  particular  importance  to  agriculture  is  that  on 
December  first  the  navigation  on  the  Great  Lakes  closes,  and 
grain  stocks  accumulate  during  the  month  of  December,  at  lake 
ports  and  interior  markets.  This  grain  is  held  in  storage  until 
the  opening  of  navigation  in  May.  The  accumulation  of  these 
stores  of  grain  during  the  month  of  December  requires  large  .sums 
of  loan  fund  capital.  Also,  the  payments  on  contracts  Tor  May 
futures  command  large  sums.  Other  factors  which  bear  upon 
the  interior  loan  fund  demand  by  agriculture  ;i1  this  season  are 
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the  deliveries  <>)'  live  stock,  cotton,  and  the  like,  and  also  the  pay- 
ments on  contracts  for  equipments  for  the  Spring. 

The  interest  rate  remains  high  for  the  first  week  in  January, 
averaging  (i.42.     But   this  week   is  the  closing  of  the  holiday 

Table  VI. — Seasonal  Variation  in  the  Relative  Demand  fob  Moneyed 

Capital  as  Evidenced  by  Interest  Rates  fob  Call  Loans  on  the 

New  York  Stock  Exchange.     Average  Figures,  1800-1908. i 


Month  »(■   Week 


A  verage  Rate 
1890-1908 


Month   d-    Week      Average  Rate 


January. 


February, 


March, 


April, 


May, 


June, 


8 
0 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
2.5 
24 
25 
26 


6.42 

.3.62 
2.84 
2.50 
2.45 
2.30 
2.54 
2.70 
2.70 
3.58 
3.85 
3.24 
3.62 
4.00 
3.78 
3.03 
2.94 
3.37 
3.47 
2.64 
2.44 
2.28 
2.31 
2.41 
2.51 
3.56 


July, 

27 

28 

3.43 
2.02 

20 

2.30 

30 

2.37 

August, 

31 

32 

12.45 
2.54 

33 

2.64 

34 

3.66 

September, 

35 
36 

3.04 
4.13 

37 

4.16 

38 

4.33 

30 

4.23 

October, 

40 

4.48 

41 

3.07 

42 

3.56 

43 

6.53 

November, 

44 

7.08 

45 

3.44 

46 

4.80 

47 

4.25 

December, 

48 

3.05 

40 

4.85 

50 

5.40 

51 

6.64 

52 

7.38 

season.  However,  the  second  week  in  January  shows  a  sharp 
decline  in  the  average  interest  rate  of  3.62,  and  the  decline  con- 
tinues until  the  bottom  is  reached  at  2.39  the  second  week  in 
February.  This  is  the  easing  up  period,  the  slow  demand  and 
recuperation  from  the  holiday  period  during  this  restful  winter 
month.  Then  the  interest  rate  rallies,  and  gradually  increases 
with  jerky  ups  and  downs  until  the  second  week  in  April,  when 

i  Kem merer,  E.  W.,  "Seasonal  Variation  in  the  Relative  Demand  for 
Money  and  Capital  in  the  U.  S.  Statistical  Report,  1010,"  p.  15. 

2  In  adjusting  the  weeks  at  the  beginning  and  end  of  the  year,  over- 
lapping weeks  in  which  four  or  more  days  fell  in  the  new  year  were  counted 
as  the  last  week  in  the  previous  year. 
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the  peak  of  4  per  cent  is  reached.  Then  the  rate  declines,  with 
the  exception  of  an  upward  movement  the  first  two  weeks  of 
May,  to  an  average  low  level  of  2.28  the  first  week  in  June.  An- 
other upward  swing  carries  the  rate  to  a  peak  of  3.56  the  last 
week  in  June,  and  then  a  decline  brings  it  down  to  2.70  the  third 
week  in  July,  which  is  followed  by  a  long  and  steady  upward 
movement  reaching  the  high  point  of  4.48  the  first  week  in 
October.  This  steady  upward  movement  is  interrupted  by  only 
one  downward  movement  the  first  week  in  September.  This  is 
a  decline  from  the  average  of  3.66  the  last  week  in  August  to 
3.04  the  first  week  in  September,  but  the  average  immediately 
rallies  again  the  second  week  in  September  to  4.13  and  con- 
tinues upward  until  October,  when  a  decline  sets  in  and  the 
average  sags  to  3.56  the  third  week  in  October,  then  moves  up 
sharply  to  6.53  the  last  week  in  October  and  7.08  the  first  week 
in  November,  which  is  reacted  upon  by  an  equally  sharp  de- 
cline reaching  3.95  the  first  week  in  December,  then  pushes  up- 
ward again  continually  until  the  high  level  for  the  year  is 
reached  at  7.38  the  last  week  in  December. 

The  upward  movements  of  rates  which  started  in  February 
and,  in  a  general  way,  steadily  continued  until  April,  was  in- 
fluenced by  the  demands  in  the  interior  for  preparation  for 
spring  work,  and  for  the  annual  spring  payments  of  mortgages, 
interest,  taxes,  and  rent.  The  general  decline  which  proceeded 
from  April  to  the  last  of  August  was  indicative  of  the  slacken- 
ing demand  for  loan  funds.  After  the  spring  borrowing,  funds 
accumulate  as  the  contracts  of  the  year  before,  and  of  the 
autumn,  are  liquidated.  When  crops  begin  to  move,  the  demand 
for  funds  shoots  the  rate  upward  and  sharp  rises  and  declines 
are  registered  with  a  high  peak  the  first  week  in  November  and 
the  last  week  in  December.  These  irregular  movements  are  due, 
not  entirely  to  the  seasonal  variations,  as  generally  indicated  in 
financial  literature,  but  they  are  rather  short  movements  within 
the  seasonal  variations  which  are  caused  primarily  by  rumors, 
information,  speculation,  and  the  signs  of  the  oncoming  business 
and  financial   weather.     Bu1   the  peak  points  readied  al    the  end 

or  the  beginning  of  the  month  are  evidences  of  the  demands  for 
making  and  liquidating  contracts.  It  is  particularly  noticeable 
thai  for  every  month  there  is  a  characteristic  rise  or  decline  in 
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the  interesl  rate  around  the  end  of  the  month.  For  some 
months  tlie.se  fluctuations  register  sharp  peaks,  and  each  one  is 
explainable  by  conditions  which  react  upon  the  sensitive  financial 
barometer.  The  sharp  deeline  after  January  1st  is  the  liquida- 
tion period,  and  the  cessation  from  holiday  borrowing;  the  de- 
cline around  the  end  of  February  is  the  reaction  against  the  lack 
of  the  month-end  demands  for  the  interior,  the  rise  around  the 
first  of  March  indicates  the  demands  from  the  interior  for  the 
forthcoming  spring  work.  This  March  demand  continues  upward 
and  registers  in  the  peak  of  4  per  cent  for  the  second  week  in 
April.  This  is  the  highest  point  since  the  first  week  in  Jan 
uary,  until  the  second  week  in  September. 

The  ri.se  for  the  first  and  second  week  in  May  is,  perhaps,  ex 
plained  by  the  last  spring  demand  for  the  payment  for  supplies 
and  the  balances  on  mortgages,  interest,  rents,  and  taxes.  No- 
ticeably, however,  the  first  of  June  shows  a  decline  similar  tc 
that  of  the  first  of  February,  which,  like  that  of  February,  is  a 
reaction  against  the  lack  of  the  month-end  demand  for  funds. 
This  is  the  lax  period  of  summer  in  the  interior.  But,  on  the 
last  week  in  June,  a  sharp  rise  in  rates  is  registered.  This  is  the 
demand  for  meeting  mid-year  contracts,  the  payment  of  interest, 
and  the  harvesting  of  summer  crops.  A  sag  in  the  rates  follows 
in  July,  and  then  a  rise  around  the  first  of  August,  which  has  a 
continuous  upward  movement  until  the  second  week  of  October, 
and  then,  after  a  two  weeks  sag,  again  takes  a  sharp  upward 
turn,  culminating  in  the  average  rate  of  7.00  the  first  week  in 
November.  Then  the  sag  is  continuous,  including  the  first  week 
in  December,  which  is  possibly  due  to  the  closing  of  navigation 
on  the  Great  Lakes  and  the  cessation  in  the  movement  of  crops 
East  for  the  winter.  This  is  followed  by  the  accumulation  of 
grain  and  supplies  at  the  lake  ports  and  interior  markets.  This, 
and  the  demand  for  the  approaching  holiday  season,  sends  the 
average  interest  rate  for  loanable  funds  up  to  the  peak  of  the 
year  in  the  last  week  of  December. 

But  these  average  rates  conceal  the  truth  for  any  particular 
year.  Upon  examination  of  the  separate  years,  it  is  found  that 
the  peak  rates  at  the  New  York  Stock  Exchange  were  as 
follows : 
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Table  VII. — Week  of  Annual  Peak  Interest  Rates  for  Call  Loans  at 
the  New  York  Stock  Exchange,  1890-19083 


Interest 
Year  ^Yerk  Rate 

1890  Last  week  in  August .      25 

1891  Two     last     weeks     in 

September  *   6 

1892  Fourth    week    in    De- 

cember         10 

180.3     First  week  in  July  . .      15 
1804     Last   week   in   Decem- 
ber            1% 

180")     Last   week  in   Decem- 
ber         10 

1800     Last  week  in  October     25 
1807     Two    last    weeks     in 

December  4 3% 

1898     Fourth   week   in   Sep- 
tember           4^4 

1800     Fourth    week    in    De- 
cember         25 


Interest 
Year  Week  Rate 

1000  Second    week    in    No- 

vember     9 

1001  Second    week    in    May     15 

1002  Fourth    week    in    Sep- 

tember        16 

1003  Last  week  in  March  .        8 

1004  Second    week    in    De- 

cember          3% 

1005  Last     week      in      De- 

cember         40 

1006  First    week    in    Janu- 

ary        25 

1007  First  week  in  Novem- 

ber         50 

1008  First   week    in    Janu- 

ary          6 


As  these  figures  show,  out  of  nineteen  years  the  peak  rates 
were  the  last  wreek  in  December  for  only  four  years.  For  the 
separate  years,  the  average  hopelessly  conceals  the  peak  of  the 
interest  rates.  The  second  high  peak  in  the  average  is  the  first 
week  in  November,  while  for  the  separate  years  the  peak  rate  is 
found  the  first  week  in  November  only  one  in  nineteen  years. 
This  is  the  usual  case  of  the  statistical  average  in  finance  and  it 
explains,  perhaps,  many  of  the  blunders  made  in  research  in  this 
field  where  the  statistical  average  has  been  used  as  the  panacea 
for  all  financial  ills. 

The  call  loan  interest  rates  at  the  New  York  Stock  Exchange 
for  the  first  year  following  panicky  years  are  particularly  no- 
ticeable. Also,  it  is  noticeable  that  the  peak  interest  rate  for  each 
of  the  years  following  the  panics  of  1893,  1903  and  1907,  came  at 
the  end  of  the  year,  the  first  two  the  last  week  in  December,  and 
the  last  the  first  week  in  January.  Nearly  all  the  peaks  in  the 
interest  rates  came  in  the  fall  and  winter  months,  when  the  in- 
terior demands  were  heaviest.  In  not  a  single  year  was  the  peak 
reached  in  June  or  February. 

In  one  year,  the  peak  was  reached   in   July,   and   in   one    in 

!  Seasonal  Variations  in  the  Relative  Demand  for  Money  and  Capital  in 
t he  United  States,  by  E.  \Y.  Kemmebeb.  Senati  Document  588,  (list  Con 
#ress,  I'M    Bess.,  1910,  pp.  235-236;  peak.-,  .selected  by  the  author. 

1  The  same  rate  for  two  consecutive  weeks. 
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March.  These  years  were  the  panicky  years  of  1893  and  1903, 
and  tlu1  panics  were  financial,  and  had  nothing  to  do  with  the 
demands  for  funds  for  agriculture. 

The  loan  fund  demands  for  agriculture,  however,  are  not 
always  greatest  in  the  same  months  for  each  successive  year. 
The  spring  demands  may  be  delayed  due  to  the  late  spring  or 
the  delay  in  selling  the  last  season's  crops,  or  the  delay  may  be 
due  to  a  break  in  the  confidence  of  the  agricultural  classes.  The 
fall  and  early  winter  demands  are  irregular  for  similar  reasons, 
as  the  late  harvesting,  uncertain  prices,  slow  marketing,  and  the 
like. 


CHAPTEK  VII 

MOVEMENTS  OF  CASH  BETWEEN  GEOGRAPHICAL 
DISTRICTS 1 

In  the  preceding  chapter,  the  aim  has  been  to  show  the  demand 
for  loan  funds  at  different  seasons  of  the  year,  and  for  separate 
months,  weeks,  and  periods,  as  evidenced  by  the  interest  rates  on 
the  chief  speculative  money  market  in  the  country, — The  New 
York  Stock  Exchange.  In  the  following  pages,  we  are  interested 
in  learning  the  relative  demand  of  one  section  of  the  country, 
compared  with  the  other  sections  of  the  country.  (Money  in  this 
discussion  means  money  in  the  popular  sense  of  currency,  unless 
otherwise  specified.)  The  principal  criteria  used  are  currency 
shipments.  The  economic  principle  underlying  this  phase  of  the 
investigation  is  based  upon  the  Ricardian  theory  that  money 
flows  from  the  place  where  it  is  relatively  redundant  to  the  place 
where  it  is  relatively  scarce.  The  exchange  rates  demanded  in 
one  city  of  another  express  the  relative  value  of  money  in  the 
borrowing  city  to  that  of  the  lending  city,  but  we  cannot  take 
up  exchange  rates  in  this  investigation. 

In  this  study,  each  geographical, division  will  be  studied  in  its 
relation  to  all  other  geographical  divisions,  and  the  cities  of 
New  York'.  Chicago,  and  St.  Louis  will  lie  considered  separately. 

The  New  England  States 

The  receipts  of  cash  in  New  England  from  the  Eastern  states 
register  the  peaks  in  March  and  October.  The  receipts  from 
other  geographical  divisions  arc  negligible;  however,  receipts  of 
cash  from  New  York  City  are  largest  in  April  and  October. 

The  explanation  for  these  movements  of  cash  toward  New 
England   in   April  and  October  have  been  explained  by   Francis 

1  The  data  used  in  this  analysis  arc  the  currency  receipts  and  shipments, 
1905-1908,  based  upon  a  circular  inquiry  sent  by  the  National  Monetary 
Commission  through  the  office  of  the  Comptroller  of  the  Gurrencj  i<>  the 
managers  of  the  clearing  houses.  The  monthly  totals  for  the  four  years 
are  divided  by  4  and   the  average  is  used. 
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B.   Sears,    Vice   President  of  the  National  Shawmut  Bank  of 
Boston,  ;is  follows: 

"Immediately  preceding  October  1  and  April  1,  I  should  say  that  a 
large  quantity  of  money  would  be  due  to  the  shoe  manufacturers  of 
this  vicinity  from  Western  and  Southern  jobbers,  and  the  volume  would 
be  sufficient  to  have  a  marked  effect  upon  the  exchanges  between  New 
York  City  and  this  city,  as  New  York  is  the  central  banking  city  of 
the  country,  and  settlements  are  finally  made  through  the  banks  there. 
.  .  .  Immediately  preceding  April  1,  there  is  also  a  large  demand  from 
towns  and  cities  near  to  New  York  and  Boston  for  small  currency.  I 
never  have  been  able  to  inform  myself,  nor  to  get  from  any  other  per- 
son, a  satisfactory  explanation  of  this  movement.  It  may  have  some- 
thing to  do  with  the  preparation  of  the  farmers  for  their  operations 
and  the  consequent  purchase  of  implements,  seeds,  etc.  The  movement 
does  not  last  long,  and  the  currency  comes  back  quickly." 

Mr.  Sears 's  inference,  is,  perhaps,  about  correct.  It  should 
also  be  noted  that  in  April  and  October,  drygoods  manufacturers 
and  jobbers  in  New  England  receive  their  payments  from  other 
sections  of  the  country,  through  New  York  City.  The  July  and 
January  increased  receipts  are,  probably,  due  to  the  payment  of 
interest  on  securities  held  in  New  England.  At  this  point,  it 
should  be  noted  that  New  England  settles  its  balances  with  the 
rest  of  the  country  through  New  York,  and  many  of  the  ship- 
ments of  cash  between  New  York  and  other  divisions  of  the  coun- 
try are  for  settlement  purposes  and  do  not  indicate  the  trade 
relations  existing  between  New  York  City  and  other  divisions  of 
the  country. 

The  shipments  of  cash  from  New  England  to  the  Eastern 
states  are  rather  heavy  in  January,  perhaps  due  to  the  pur- 
chase of  securities  and  the  payment  for  holiday  purchases.  Then 
the  shipments  decline,  due  to  the  inactive  buying  at  that  season 
of  the  year,  after  which  follows  increased  shipments  for  March, 
April  and  May,  in  response  to  the  active  spring  buying.  June  is 
a  slow  month,  due,  perhaps,  in  part  to  the  beginning  of  the  vaca- 
tion season,  and  the  decline  in  the  purchase  of  cotton  and  wool  by 
the  mills.  July  shows  an  increase  which  is  generally  thought  to 
be  due  to  investments.  August,  like  June,  is  a  month  when  buy- 
ing declines.     It  is  the  month  before  the  purchases  are  made 
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for  the  succeeding  spring  supplies.  September  and  November 
are  the  months  of  largest  shipments,  due,  perhaps,  to  the  de- 
mands of  Eastern  correspondents  by  their  farmer  customers  for 
the  harvesting  and  marketing  of  crops  and  the  purchase  of  feeder 
live  stock  at  this  season  of  the  year. 

In  comparing  receipts  with  shipments,  it  is  observed  that  the 
months  of  largest  receipts  in  New  England  from  the  Eastern 
states  are  March,  January,  April,  October,  and  June  while  the 
months  of  heaviest  shipments  to  the  Eastern  states  are  Novem- 
ber, September,  January,  December,  and  May.  It  is  interesting 
to  note  that  January  is  the  second  month  in  order  of  heaviest 
receipts,  and  third  in  shipments ;  and  it  is  the  only  month  in- 
cluded among  the  five  highest  of  both  receipts  and  shipments. 
This  is  due,  no  doubt,  to  the  fact  that  January  is  the  month  for 
liquidation  of  interest  and  securities,  the  new  year  investments, 
and  the  payment  of  obligations. 

The  shipments  of  cash  from  New  York  City  to  New  England 
register  the  two  highest  peaks  of  the  year  in  April  and  Sep- 
tember, which  correspond  to  the  seasons  when  the  farmers  are 
most  in  need  of  cash,  and  the  months  when  payments  from  other 
sections  of  the  country  are  made  to  the  shoe  and  textile  manu- 
facturers of  New  England.  Little  cash  is  ever  shipped  from 
Chicago  and  St.  Louis  to  New  England.  This  does  not  indicate 
that  the  districts  banking  through  Chicago  and  St.  Louis  do  not 
buy  from  the  New  England  manufacturers.  It  is  easily  pos- 
sible and,  indeed,  quite  probable,  that  either  of  these  Middle 
Western  districts  may  owe  more  to  New  England  than  New 
York  or  any  other  Eastern  district.  Then  why  are  there  so 
few  shipments  of  cash  between  New  England  and  the  Middle 
Western  districts?  This  is  a  problem  of  bank  clearings  for 
which  New  York  is  the  principal  banking  center  of  the  country. 
Also,  under  the  national  banking  system,  one  of  the  three  cen- 
tral reserve  banks  of  the  country  was  in  New  York  and  this  was 
the  only  one  east  of  Chicago.  This  and  similar  influences  created 
confidence  in  the  New  York  draft  as  the  national  banking  instru- 
ment. Consequently,  Chicago  and  St.  Louis  maintained  their 
principal  Eastern  correspondents  in  New  York,  and  through 
these  correspondents  transacted  business  between  themselves  and 
other  eastern  hunks,  including  Boston. 
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The  Eastern  States 

Cash  receipts  within  the  Eastern  states  are  found  to  reach 
their  highest  points  in  January,  December,  July,  August,  and 
April.  The  lowest  points  are  registered  in  November,  February, 
and  June.  Chart  1  shows  the  cash  shipments  within  the  division 
to  be  largest  in  October,  December,  September,  and  November, 
and  lowest  in  February,  May,  and  June.  This  is  hardly  worth 
commenting  upon,  because  if  all  receipts  and  shipments  of  cash 
within  the  district  were  reported,  they  would  be  equal.  But  it 
does  show  conspicuously  the  months  of  largest  shipments  and  re- 
ceipts in  the  district,  which  indicates  the  economic  and  financial 
conditions  within  the  district,  January  and  December  are  the 
months  when  the  buying  for  the  Christmas  holiday  season  takes 
place,  the  annual  payments  of  interest,  dividends  and  rents,  the 
liquidation  of  debts,  and  the  making  of  new  investments.  July 
and  August  are  the  summer  vacation  months,  when  large  sums 
of  cash  are  needed,  and  April  is  the  month  wdien  the  farmer 
makes  his  purchases  of  seed,  fertilizers,  implements,  and  the  like, 
and  quarterly  dividends  are  paid  on  stocks.  November  is  the 
month  of  rest  between  the  autumn  buying  and  the  Christmas 
season,  and  cash  perhaps  is  being  hoarded  for  the  winter  holi- 
day purchases.  February  is  the  dull  month  of  winter,  as  well 
as  the  recuperation  period  following  the  winter  holidays.  June 
is  the  month  of  savings  for  the  summer  vacation  period  and  also 
the  month  when  farmers  are  buying  least  in  this  section  of  the 
country. 

The  largest  shipments  in  the  Eastern  states  are  made  the  last 
four  months  in  the  year.  This  is  the  season  when  the  merchants 
are  paying  for  their  Christmas  and  winter  supplies,  and  agricul- 
tural products  and  canned  goods  are  being  placed  in  storage. 
The  months  of  lightest  shipments  are  February,  May,  and  June, 
because  they  are  the  months  of  lightest  receipts. 

The  receipts  from  the  New  England  states  are  highest  in  Janu- 
ary and  December,  primarily,  for  the  reasons  already  explained, 
the  payments  for  holiday  supplies,  the  year-end  liquidations,  and 
the  new  year  purchases.  The  months  of  lowest  receipts  are  April 
ami  September,  and,  noticeably,  April  is  the  month  of  largest 
shipments  from  the  Eastern  states  to  New7  England,  and  October 
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the  .second  largest,  followed  by  the  rise  to  third  place  of  August 
and  the  September  decline  in  the  movements  of  cash  in  either 
direction.  However,  March  and  April,  and  September  and 
October,  are  well  known  to  be  the  seasons  when  large  sums  are 
due  New  England  manufacturers  and  jobbers  for  shoes  and  tex- 
tile goods. 

The  peak  of  the  receipts  of  cash  by  the  Eastern  states  from 
the  Southern  states  is  $9,889,000  in  January,  the  month  of  small- 
est shipments  from  the  Eastern  to  the  Southern  states,  the  aver- 
age being  $786,000.  The  trend  of  receipts  from  the  Southern 
states,  however,  declines  in  February  and  March  more  than  half, 
then  moves  upward  about  a  million  dollars  in  April,  after  which 
a  steady  decline  continues  until  September,  when  the  minimum 
receipts  for  the  year  are  reached  at  $1,595,000.  Then  the  curve 
of  shipments  steadily  moves  upward  and  registers  the  peak  of 
the  year  in  January. 

By  reference  to  Chart  I,  it  is  clear  that,  as  the  movement 
of  money  to  the  Southern  states  increases,  from  July  to  Decem- 
ber inclusive,  the  receipts  of  cash  from  the  Southern  states  de- 
cline. On  the  other  hand,  as  the  receipts  increase  in  January 
to  the  maximum,  the  shipments  shrink  to  the  minimum.  During 
the  months  of  August,  September,  October,  and  November,  when 
the  shipments  of  cash  to  the  Southern  states  are  swelling,  cotton, 
tobacco,  and  peanuts  are  being  harvested  and  stored ;  fruits  and 
vegetables  are  being  canned,  a  large  part  of  which  is  done  with 
borrowed  funds,  for  which  merchants  and  jobbers  are  middle 
men.  But  in  January  farmers  pay  their  interest,  liquidate  their 
notes,  make  their  annual  investments,  and  the  middlemen  settle 
with  their  Eastern  creditors,  for  whom  they  are  often  merely 
agents  or  correspondents.  Also,  at  this  season  the  merchants 
make  the  payments  on  their  spring  supplies  of  groceries,  cloth- 
ing, fertilizers,  farm  implements,  and  the  like. 

Between  the  time  the  farmers  receive  pay  for  their  crops, 
from  August  to  December,  and  the  purchase  of  the  new  year 
supplies  from  January  to  July,  there  seems  to  be  a  hoarding 
period.  This  is  due  lo  the  long  duration  of  inadequate  bank- 
ing facilities  in  the  South,  which  made  it  necessary  for  the 
farmers  to  hoard  their  income  in  the  autumn,  in  order  to  meet 
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the  spring  payments  of  interest,  instalments  on  mortgages,  and 
the  purchase  of  new  supplies.  The  Tanners  were  justified  in  this 
selfish  practice  as  long  as  hanking  facilities  were  inadequate,  and 


Jan.     Feb.    Mar.    Apr.     May     June    July     Aug.    Sept.     Oct.    Nov.   Dec. 

Shipments,  Fig.  II 

Chart  I. — Average   Receipts  and   Shipments  of   Cash   by   Geographical 
Divisions,   1905-1908,   Eastern   States. 

they  could  get  only  3  per  cent  on  deposits  for  six  months  or  more, 
but  were  compelled  to  pay  from  8  to  12  per  cent  for  borrowed 
funds. 

The  movements  of  money  between  the  Middle  Western  and 
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Eastern  states  are  similar  to  those  of  the  Southern  and  Eastern. 
The  shipments  from  the  Middle  Western  states  are  largest  dur- 
ing January  and  May.  In  fact,  from  December  to  July  there 
seems  to  be  a  strong  movement  of  cash  toward  the  Eastern  states, 
while  from  August  to  November  this  movement  is  very  small. 

The  movement  from  the  Eastern  to  the  Middle  Western  states 
registers  the  highest  point  on  the  curve  in  October  at  $9,511,000, 
and  the  lowest  in  January  and  June,  at  $872,000  and  $863,000, 
respectively.  The  months  from  January  to  July,  when  the  ship- 
ments of  cash  from  the  East  to  the  Middle  West  are  lowest,  the 
reverse  movements  are  highest. 

These  movements  between  the  two  sections  are  explained  pri- 
marily by  the  agricultural  conditions.  Beginning  in  August, 
when  the  average  cash  movement  from  the  East  to  the  Middle 
West  swells  to  $6,332,000,  and  continues  strong  through  Decem- 
ber, the  harvesting  and  marketing  of  the  wheat,  corn,  and  cotton 
crops  and  the  disposition  of  feeder  live  stock  for  the  winter  are 
taking  place.  In  August,  the  crop  moving  demand  is  keenly  felt 
in  St.  Louis,  and  the  demand  for  moneyed  capital  increases  until 
October,  when  the  movement  from  the  East  reaches  $9,511,000. 
The  first  demands  in  July  and  August  are  created  by  the  move- 
ment of  the  wheat  crop  in  Kansas,  Missouri,  and  Arkansas,  then 
the  movement  of  the  corn  and  then  the  cotton.  The  financing 
of  live  stock  feeders  from  the  Kansas  City  yards  also  comes  in 
for  its  share  in  the  autumn.  The  settlements  by  the  merchants 
of  their  Eastern  accounts  for  drygoods,  hardware,  boots,  shoes, 
and  textiles,  create  an  additional  demand  for  Eastern  funds  in 
November  and  December,  and  cause  an  acute  tightening  of  the 
money  market.  From  the  first  of  the  year  until  July,  funds 
move  from  the  St.  Louis  district  to  the  East.  This  is  in  response 
to  the  purchases  of  equipment  and  supplies  in  the  East,  the  pay- 
ment of  interest  on  borrowed  funds,  the  liquidation  of  debts,  and 
the  making  of  new  investments. 

Chicago  is  the  chief  money  market  of  the  Middle  West,  and 
the  close  communication  between  Chicago  and  New  York  enables 
the  financial  machinery  to  register  the  seasonal  movements  of 
currency  between  the  East  and  Middle  West  with  extreme  sen- 
sitiveness. 

The  decline  in  the  demand  for  moneyed  capital  in  the  Middle 
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West  in  January  is  due  to  the  completion  of  the  crop  moving 
period;  however,  the  process  of  providing  equipment  for  the  new 
year,  and  the  investment  of  the  year's  surplus  draws  the  cash 
back  to  New  York.  This  process  readies  its  highest  point  after 
•I  a  nuary,  in  May,  at  $5,400,000.  This  is  about  the  time  when 
the  payment  of  interest,  installments  on  mortgages,  and  the 
spring  supplies,  are  largest.  Also,  in  April,  May,  and  June  the 
Middle  Western  merchants  are  making  payments  for  their  sum- 
mer and  fall  supplies. 

In  July,  the  movement  of  money  is  reversed  and  the  shipments 
exceed  the  receipts  from  the  East  to  the  Middle  West.  The 
Chicago  and  New  York  money  market  seems  to  grow  tense,  due 
to  the  demand  for  July  settlements  in  the  East  and  the  growing 
demand  for  harvesting  funds  in  the  Middle  and  South  West. 

The  crop  moving  demand,  ending  in  December,  is  followed 
closely  by  the  holiday  demand  in  both  Chicago  and  New  York; 
after  which  the  demand  in  Chicago  relaxes  until  the  weather 
opens  up  and  the  farmers  begin  active  buying  for  the  spring 
work,  and  the  Great  Lakes  shipping  is  reopened  in  May. 

The  shipments  of  cash  from  the  Eastern  to  the  Western  states 
is  shown  to  be  of  little  importance  until  the  autumn.  Beginning 
in  September,  the  movement  increases  until  November.  October, 
November,  and  December  are  the  months  wThen  Western  ranch 
cattle  are  being  marketed  and  new  stock  is  being  placed  for 
winter  feeding.  Also,  some  grain  is  being  moved  East  from 
this  section. 

On  the  reverse  movement,  the  highest  point  in  the  Eastern 
receipts  from  the  Western  states  is  reached  in  January,  in  re- 
sponse to  the  holiday  demand,  the  payments  of  interest,  and  in- 
stallments on  mortgages.  However,  there  seems  to  be  a  general 
movement  of  cash  from  the  Western  to  the  Eastern  states 
throughout  the  year;  the  highest  receipts  are  $271,000  in  Jan- 
uary, declining  to  $71,000  in  February  and  $10,000  in  April. 
Then,  it  advances  until  it  reaches  $86,000  in  June,  in  response 
to  the  spring  demand,  but  declines  again,  until  the  lowest  point, 
$8,000,  in  September.  The  autumn  purchases  of  eastern  sup- 
plies and  payments  on  indebtedness  advance  the  shipments  to 
the  East,  to  $91,000  in  October,  $58,000  in  November,  and  $50,000 
in  December. 
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Like  all  the  other  geographical  divisions,  the  Pacific  states 
ship  the  largest  sums  of  cash  to  the  Eastern  states  in  January, 
for  the  same  reasons  that  have  been  explained.  The  trend  of 
cash  shipments  from  the  Pacific  states  to  the  East  is  rather 
regular  from  February  to  August,  the  largest  shipment  being 
$1,975,000  in  February  and  the  smallest  $1,103,000  in  May. 
The  steady  movement  of  cash  out  of  California  from  January 
to  March  is  due  to  the  same  causes  as  enumerated  for  the  Middle 
Western  states,  and,  in  addition,  the  unsatisfactory  tax  laws  of 
California  which  tax  cash  and  credit  on  hand,  encourage  the 
movement  out  of  the  state  of  all  funds  possible  by  state  banks, 
trust  companies  and  individual  tax  payers,  before  the  first  Mon- 
day in  March.-  The  evidence  that  this  is  done  is  shown  by  the 
very  great  movement  of  cash  from  the  Eastern  to  the  Pacific 
states  in  April  and  May,  for  no  other  apparent  cause.  The 
Pacific  receipts  from  the  East  in  March  are  $50,000,  in  April 
$2,454,000,  May  $1,011,000  and  June  $37,000.  The  same  fact 
is  evidenced  in  the  movements  of  cash  between  the  Middle  West- 
ern and  Pacific  states. 

Middle  Western  States 

The  movement  of  cash  between  New  England  and  the  Middle 
West  is  impossible  to  measure,  because  New  York  banks  act  as 
middlemen  between  these  two  divisions  of  the  country  in  matters 
of  finance.  However,  some  cash  is  shipped  direct  from  New  Eng- 
land to  the  Middle  West.  The  average  for  the  four  years  is  less 
than  a  million  dollars  for  any  month,  but  the  seasonal  cycles  are 
clearly  shown  in  the  receipts  from  New  England.  The  spring 
peak  comes  in  April,  at  the  time  when  farmers  in  the  Middle 
West  are  buying  supplies  for  the  spring  planting,  and  the 
autumn  peak  comes  in  October,  at  the  time  when  the  crop  mov- 
ing is  heaviest,  and  New  England  is  making  payments  for  her 
winter  food  supplies  from  the  Middle  West. 

The  shipments  of  cash  from  the  Middle  West  direct  to  New 
England  are  negligible.  But  the  Middle  West  pays  New  Eng- 
land in  some  way  the  cash  borrowed  for  planting  and  moving 
crops,    interest    on    mortgages,   and    for    supplies.      This    is   done 

Deering's    Annotated  Codes  and  Statutes  of  California.     Political  Code, 
vol.  1.  Title  IX.  Chap.  III. 
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through  New  York  correspondents,  and  thereby  swells  the  flow 
of  cash  to  and  from  New  York. 

The  shipments  of  cash  between  the  Middle  West  and  the  East 
are  very  pronounced.  The  Middle  Western  receipts  of  cash 
from  the  East  exhibit  very  strongly  the  seasonal  demands  of 
Middle  Western  agriculture.  In  March  and  April,  the  spring 
demands  reach  the  highest  points.  This  is  followed  by  the  usual 
May  decline.  From  June  until  October,  the  receipts  increase, 
reaching  the  high  point  of  $8,651,000  in  October.  These  are  the 
two  periods  of  the  year  when  the  farmers  are  borrowing  the 
largest  amounts, — in  the  spring  for  planting,  in  the  autumn  for 
harvesting  and  marketing,  and  the  purchase  of  feeder  live  stock 
for  the  winter. 

In  the  shipments  of  cash  from  the  Middle  West  to  the  East, 
the  peaks  in  the  annual  cycles  came  in  January  and  May.  The 
months  in  which  the  Middle  West  receives  the  largest  shipments 
from  the  East,  the  East  receives  the  smallest  shipments  from  the 
Middle  West.  Roughly,  it  might  be  said  that,  with  the  excep- 
tion of  the  spring  planting  demand,  the  first  half  of  the  year 
cash  flows  to  the  East,  and  the  second  half  of  the  year,  cash  flows 
from  the  East  to  the  Middle  West.  This  is  a  normal  economic 
distribution.  In  the  autumn,  the  Middle  West  requires  larger 
amounts  of  cash  to  market  and  move  the  crops,  and  stock  the 
farms.  In  the  first  few  months  of  the  new  year,  the  cash  flows 
back  to  the  Eastern  states  to  pay  for  supplies,  make  investments, 
pay  interest  on  mortgages,  and  the  like.  But  the  Middle  West 
ships  annually  an  average  of  $31,729,000  to  the  Eastern  states, 
and  receives  $35,741,000.  This  is,  perehaps,  due  in  part  to  the 
buying  of  Western  farm  mortgages  by  Eastern  investors,  and 
similar  investments. 

The  receipts  of  cash  by  the  Middle  Western  states  from  the 
Southern  states  are  alternative  with  the  Eastern  states.  The 
largest  receipts  are  in  the  late  winter  and  spring  months  and 
gradually  decline  through  the  year,  until  December,  when  a  ma- 
terial increase  is  shown.  These  spring  shipments  are  in  pay- 
ment for  provisions,  grain,  live  stock,  farm  machinery  and  the 
like.  The  peak  of  the  receipts  from  the  South  is  in  January. 
By  this  time,  the  cotton  and  tobacco  have  been  sold,  and  spring 
supplies  are  being  bought  for  the  next  season.     Moreover,  the 
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rather  steady  movement  of  cash  from  the  South  to  the  Middle 
West  throughout  the  year  is  due  to  the  continuous  buying  of 
provisions,  as  packing  house  products,  for  which  the  South  de- 
pends upon  the  Middle  West. 

The  shipments  of  cash  from  the  Middle  West  to  the  South 
are  largest  in  October  at  $10,792,000,  and  September  at  $8,542,- 
000.  These  are  the  months  when  the  cotton,  tobacco,  and  other 
Southern  crops  are  being  harvested  and  heavy  loans  are  made 
to  the  Southern  planters.  But  it  is  peculiar  why  the  Middle 
West  should  ship  more  cash  to  the  Southern  states  in  October 
than  is  received  from  the  East  when  this  is  the  month  when  the 
demands  for  cash  in  the  Middle  West  are  greatest. 

It  is  also  confusing  to  observe  that  the  Middle  West  ships  the 
South  $47,135,000,  and  only  receives  $29,902,000.  Perhaps  the 
payments  are  made  in  part  through  New  York,  in  which  case 
the  exchange  method  of  payment  obscures  the  cash  transactions 
between  the  two  sections.  However,  the  seasonal  cycle  is  clearly 
shown  in  the  heavy  receipts  from  the  South  the  first  half  of  the 
year,  and  the  heavy  shipments  to  the  South  the  second  half  of 
the  year. 

The  explanation  for  the  heavy  shipments  of  cash  from  the 
Middle  West  to  the  South  during  the  crop  moving  season  in  both 
sections,  is  to  be  found  in  the  fact  that  the  Middle  West  has 
two  Central  Reserve  cities,  Chicago  and  St.  Louis,  while  the 
Southern  states  have  no  Central  Reserve  city.  When  the  South- 
ern crops  are  sold,  the  money  moves  to  the  Central  Reserve  cities 
for  investment  and  deposit.  Then,  when  the  crop  demands  ap- 
proach, the  South  calls  upon  these  cities  for  accommodation. 

The  Middle  West  has  the  largest  movements  of  cash  within 
the  district  in  the  autumn  months,  with  the  peak  of  both  ship- 
ments and  receipts  in  October,  as  shown  on  Chart  II.  But  the 
shipments  are  greater  than  the  receipts,  which  is  impossible 
within  the  district  itself.  This  only  exhibits  the  inaccuracy  of 
the  statistics,  for  receipts  and  .shipments  within  the  district  are 
synonymous  terms,  and  it  is  not  possible  for  one  to  be  greater 
than  the  other. 

The  autumn  movements  of  cash  in  the  Middle  West  are  the 
results  of  the  country  banks  recalling  their  deposits  and  borrow- 
ing from  the  city  banks  to  meet  the  needs  of  the  agricultural 
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classes  for  moving  the  crops  and  stocking  the  farms  for  the 
winter  feeding.  The  shipments  for  the  four  .year  average 
reached  the  high  peak  of  $18,971,000  in  October,  but  the  receipts 
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Chart  II. — Average  Receipts  and   Shipments  of  Cash  bv  Geographical 
Divisions,   1905  to   1008,   Middle  Western   States. 

for  the  same  month  only  averaged  $11,414,000.  This  discrepancy 
is  due  to  the  method  of  collecting  the  data.  The  data  were  ob- 
tained from  the  city  banks  and,  obviously,  this  is  the  season 
when  the  city  banks  are  making  large  shipments  to   country 
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banks,  but  the  shipments  from  the  country  banks  to  the  city- 
banks  are  very  small. 

The  data  concerning  the  movements  of  cash  between  the 
Western  and  Middle  Western  states  are  very  unsatisfactory,  as 
all  the  reports  come  from  the  Middle  West.  The  receipts  of  cash 
from  the  Western  states  run  along  very  uniformly  from  month 
to  month,  the  largest  amount  being  in  January,  at  $1,911,000, 
and  the  smallest  in  October,  at  $1,083,000.  Little  seasonal  varia- 
tion is  shown  by  these  figures  in  the  shipments  to  the  Middle 
West. 

But  in  the  shipments  from  the  Middle  West  to  the  West,  a 
distinct  seasonal  variation  is  shown  on  Chart  II.  The  peak  of 
shipments  to  the  Western  states  is  in  October,  at  $6,893,000. 

In  the  autumn,  the  shipments  to  the  Western  states  are  pri- 
marily for  moving  the  crops.  This  comes  at  the  time  when  the 
Middle  West  is  in  need  of  large  sums  for  the  same  purposes, 
but  the  Middle  West  is,  in  a  way,  a  central  bank  for  the  Western 
states ;  because  the  Western  states  have  no  central  reserve  city, 
and  the  Middle  West  has  two,  Chicago  and  St.  Louis.  After  the 
crops  are  marketed,  about  the  beginning  of  the  year,  the  West 
sends  its  surplus  cash  back  to  the  Middle  West  to  buy  supplies, 
pay  interest  and  debts,  and  make  investments. 

The  movements  of  cash  between  the  Pacific  and  Middle  West- 
ern states  are  not  charted,  because  the  volume  is  not  large 
enough.  However,  the  movement  from  the  Pacific  to  the  Middle 
Western  states  is  heaviest  in  February,  at  $628,000.  But  the 
shipments  from  the  Middle  West  to  the  Pacific,  states  is  heaviest 
in  April,  at  $1,904,000.  The  first  quarter  of  the  year  is  the  dull 
season  in  the  Pacific  states,  and  the  currency  flows  East,  to  pay 
for  supplies,  make  investments,  and  the  like.  Also,  up  until 
March,  all  the  money  possible  is  shipped  out  of  the  state  to 
avoid  the  tax  on  cash,  already  cited.  But  in  April  the  cash  is 
recalled  to  meet  the  summer  demands,  and  as  a  natural  reaction 
after  tin-  assessor  has  made  his  visits. 

The  Southern  States 

The  direct  movements  of  cash  between  N'ew  England  and  the 
Southern  states  are  negligible,  as  shown  ill  the  discussion  under 
New  England. 
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The  movements  of  cash  between  the  Eastern  and  Southern 
states  are  the  largest  between  any  of  the  geographical  divisions 
and  the  South.  However,  the  average  receipts  of  cash  from  the 
Eastern  states  seem  entirely  too  small  at  $-4,239,000,  when  the 
vast  amount  of  cotton,  tobacco,  and  other  products  bought  from 
the  South  are  considered.  Of  course,  prices  from  1905  to  1908 
did  not  run  up  to  large  sums,  as  they  do  now ;  nevertheless,  these 
figures  seem  to  show  evidence  of  not  being  representative,  al- 
though the  seasonal  variations  are  shown  very  clearly.  In  Jan- 
uary, the  shipments  of  cash  to  the  Eastern  states  are  heaviest, 
at  an  average  of  $1,219,000.  This  is  after  the  cotton  and  tobacco 
crops  have  been  sold,  and  the  holiday  season  is  over.  But  this 
movement  declines  to  $82,000  in  March,  when  the  demands  for 
cash  for  the  spring  are  heaviest.  From  March,  the  shipments 
increase  until  June,  then  decline  until  November.  From  March 
until  June  is  the  period  of  heavy  buying  of  spring  supplies  in 
the  South.  From  June  until  November  is  the  period  of  re- 
stricted buying,  as  the  people  live  on  home-grown  products.  In 
November,  payments  for  the  spring  supplies  are  beginning  to  be 
made.  The  receipts  of  cash  from  the  Eastern  states  are  heaviest 
in  September  and  October,  when  the  crops  are  being  harvested 
and  stored.  To  sum  up  the  movements  of  cash  between  these  two 
geographical  divisions,  during  the  first  half  of  the  year  cash 
flows  from  the  South  to  the  East,  and  from  the  East  to  the  South 
the  second  half  of  the  year.  The  receipts  of  cash  from  the  East 
are  larger  than  the  shipments  to  the  East.  This  is,  perhaps, 
due  to  the  fact  that  large  shipments  of  products  are  made  to  the 
East  in  lieu  of  cash,  and  the  obligations  for  cash  are  settled 
within  the  Eastern  states. 

The  movements  of  cash  within  the  Southern  states  are,  un- 
doubtedly, larger  than  the  tables  show.  This  is  accounted  for 
by  the  incomplete  reports  due  to  the  failure  of  banks  to  respond 
and  the  endeavor  to  secure  reports  only  from  the  larger  cities. 
The  data  obtained  are  not  adequate  for  drawing  conclusions. 

The  movements  of  cash  between  the  South  and  Middle  West 
have  been  analyzed  under  the  Middle  West.  The  data  obtained 
from  the  Southern  states  are  very  incomplete,  and  do  not  com- 
pare with  the  same  reports  from  the  Middle  West.  However,  by 
comparing  the  statistics  of  the  Southern  and  Middle  Western 
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states,  it  is  observed  that  the  same  seasonal' variations  are  ex- 
hibited. 

The  movements  of  cash  between  the  Western,   Pacific,   and 


The  Pacific  States 

The  average  movements  of  cash  between  the  Pacific  and  other 
geographical  divisions  do  not  afford  adequate  data  to  chart. 
This  is  due,  primarily,  to  the  incomplete  reports  obtained  from 
the  Pacific  states'  banks.  However,  there  are  heavy  movements 
of  cash  between  the  Pacific,  Eastern,  and  Middle  Western  states, 
as  shown  in  the  tables  for  the  latter  two  divisions.  These  have 
been  analyzed  under  the  Eastern  and  Middle  states  respec- 
tively. At  this  point,  a  brief  summary  of  the  seasonal  move- 
ments and  the  reasons  for  them  will  suffice. 

During  the  first  quarter  of  the  year,  the  demand  for  money 
in  the  Pacific  states  is  dull,  and  the  impelling  force  of  the 
March  assessment  drives  the  money  to  Eastern  points.  Also, 
at  this  season,  there  is  a  strong  demand  for  Eastern  exchange 
to  pay  for  the  holiday  purchases.  From  March  to  June,  the 
demand  for  money  in  the  Pacific  states  increases,  due  to  the 
adjustment  after  assessment  day;  the  preparation  for  the  pay- 
ment of  taxes  which  become  delinquent  on  the  last  Monday  in 
April ; 3  the  demand  for  funds  by  the  fruit  farmers  in  prepara- 
tion for  the  annual  pack,  which  begins  in  May;  the  shipping 
trade  in  green  fruits,  which  begins  in  May;  and  the  opening 
of  the  season  for  long  distance  fishing  trips.  From  July  until 
November,  the  demand  for  cash  is  very  heavy  on  the  Pacific 
Coast.  In  November  there  are  heavy  shipments  of  dried  fruits 
to  the  East,  and  large  receipts  of  gold  are  received  at  the  mint. 
Tn  December  the  demand  for  cash  slackens ;  but  again,  after  the 
first  of  the  year,  there  is  a  heavy  movement   toward  the  East. 

Movements  of  Cash  between  Cities 

The  City  of  New  York  (Chart  III). — In  January,  money 
flows  to  New  York  from  all  the  geographical  divisions  of  the 
country.  This  movement  to  New  York  is  the  return  of  the 
cash  from  the  crop  moving,  which  was   begun   in   September. 

8 Statutes  of  California,  ls«>7.  Ch.  207,  p.  4:51,  Sec.  3,746. 
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Consequently,  banks  in  other  parts  of  the  country  build  up 
the  reserves  which  they  had  withdrawn  during  the  previous 
autumn,  ami  money  becomes  cheap  in  New  York. 

In  February,  the  movement  of  money  toward  New  York  is 
very  much  less  than  in  January.  This  reaction  is  due  to  the 
fad  that  the  borrowed  funds  to  move  the  crops  have  mostly 
returned,  and  February  is  the  month  of  recuperation  after  the 
January  settlements,  such  as  interest,  dividends,  and  maturing 
obligations.  Also,  February  is  the  month  of  relaxation  after 
the  holiday  period.  All  around,  February  is  an  inactive  month ; 
traffic  is  light,  the  Great  Lakes  are  closed,  bank  deposits  are 
small,  and  business  takes  a  breathing  spell. 

The  months  of  March  and  April  show  greater  activity  and 
the  demand  for  money  advances  rapidly.  This  is  a  period  of 
active  investments  and  speculation,  due  to  the  cheap  money  in 
New  York,  which  has  accumulated  from  all  parts  of  the  coun- 
try. At  this  time,  travel  revives,  transportation  facilities  are 
more  active,  farmers'  associations  buy  their  spring  supplies, 
merchants  make  payments  for  their  spring  supplies,  and  the 
payment  of  taxes,  Government  receipts  and  April  dividends 
absorb  large  sums  in  cash. 

June  and  July  show  a  very  weak  money  market,  due  to  the 
hot  summer,  the  vacation  period,  and  the  anticipated  demand  for 
cash  in  t'he  interior  to  move  the  crops. 

From  July  on,  the  money  market  tightens.  This  is  the  period 
when  banks  from  other  sections  of  the  country  call  for  their 
deposits  in  New  York  City  banks  for  the  crop  moving.  At  this 
time,  there  is  a  tendency  for  gold  to  flow  to  this  country,  and 
the  Government  deposits  its  treasury  hoards  in  national  banks. 

From  October  to  the  end  of  the  year,  the  demand  for  money 
in  the  interior  declines,  and  by  December  the  movement  from 
the  interior  toward  New  York  is  rapidly  increasing.  But  the 
demand  for  the  holiday  season  causes  the  money  market  to 
tighten  up  toward  the  end  of  the  year. 

These  movements  of  cash  to  and  from  New  York,  as  de- 
scribed, show  five  major  and  several  minor  cycles,  which  may 
be  traced  very  clearly  on  Chart  III. 

The  City  of  Chicago  (Chart  IV,  Figs.  VII  and  VIII).— Like 
Xew  York  City  and  the  Eastern  states,  the  movements  of  cash 
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to  and  from  Chicago  are  repetitions  of  the  movements  between 
the  Middle  Western  and  other  geographical  divisions. 

The  shipments  and  receipts  of  Chicago  show  the  same  five 
major  seasonal  eyeles  as  New  York,  and  the  economic  causes 
are  identical.     There  are  minor  cycles  which  are  due  to  local 
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Chart  hi. — Average  Receipts  and  Shipments  of  Cash  by  Geographical 
Divisions,    1905-1908,   City  of  New   York. 

peculiarities,  but  even  the  principal  minor  cycles  in  the  move- 
ments of  currency  to  and  from  New  York,  Chicago,  and  their 
respective  geographical   divisions  correspond. 

The  March  peak  of  shipments  from  Chicago  is  primarily  due 
to  the  demand  in  the  rural  districts.  March  is  the  month  of 
large   transfers   of   agricultural    lands,   the    payments   on    mort- 
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gages  and  iiiteresl  on  farm  loans,  the  renewal  of  Leases,  and 
the  purrlia.se  of  equipment  for  the  spring  planting.  The  effect 
of  these  transactions  upon  the  movement  of  cash  from  Chicago 
is  illustrated  by  the  high  peak  in  March  shipments  of  cash  to 
the  .Middle  West. 

The  October  peak  needs  little  explanation,  as  it  corresponds 
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Chart  IV. — Average  Receipts  and  Shipments  of  Cash  by  Geographical 
Divisions,  1005  to  1908,   City  of  Chicago. 

with  the  October  shipments  from  the  Middle  West,  Chart  II, 
and  from  New  York,  Chart  III,  which  have  been  explained. 
The  economic  reasons  are  practically  the  same  in  each  move- 
ment. The  March  and  October  shipments  of  cash  to  the  in- 
terior, therefore,  admirably  illustrate  the  movements  of  cash 
to  the  producing  interests  at  times  of  need,  as  an  antithesis  to 
the  movement  to  the  cities  in  January,  May,   and  December. 
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Why  these  movements  of  cash  from  one  part  of  the  country 
to  another?  They  are  the  results  of  the  natural  desire  of  the 
owners  and  users  of  the  cash  at  different  seasons  of  the  year. 
In  view  of  the  explanations  which  have  been  made,  only  a  brief 
statement  will  be  necessary  here.  The  principal  item  of  cash 
is  the  savings  of  individuals.  These  savings  accumulate  in  the 
local  banks  as  deposits.  The  local  banker  pays  interest  on 
these  deposits  and  loans  them  out  to  borrowers  or  invests  them. 
When  the  local  interests  need  cash,  they  call  upon  their  local 
banks,  the  local  banks  in  turn  call  in  the  deposits  which  they 
have  made  with  their  city  correspondents,  who  perhaps  sell 
securities  in  which  they  have  invested,  and  the  money  is  shipped 
back  to  the  local  community  for  the  use  of  its  original  pos- 
sessor. This  is  what  is  happening  in  March  and  October,  when 
large  shipments  are  made  from  Chicago  and  New  York  to  the 
interior  or  country  banks.  Then,  in  January,  May,  and  De- 
cember, when  the  local  bills  have  been  paid  and  crops  sold, 
the  recipients  of  cash  are  making  bank  deposits,  paying  their 
obligations,  buying  new  supplies,  and  making  new  investments. 
This  carries  the  money  back  to  the  principal  cities,  until  the 
local  activities  need  it  again. 

The  City  of  St.  Louis. — The  movements  of  cash  between  St. 
Louis  and  the  geographical  divisions  of  the  country  is  a  part  of 
the  general  movement  to  and  from  the  Middle  West.  The  move- 
ments of  cash  between  St.  Louis  and  the  Southern  states  stand 
out  prominently.  When  the  movement  is  compared  with  the 
general  movements  of  cash  between  the  Middle  West  and  the 
Southern  states,  and  Chicago  and  the  Southern  states,  it  is  clear 
that  the  Southern  states  do  their  largest  banking  business 
through  St.  Louis.  The  average  annual  receipts  of  cash  by  St. 
Louis  from  the  Southern  states  is  $15,354,000,  and  the  shipments 
to  the  South  $29,054,000,  while  the  average  receipt  in  Chicago 
from  the  South  is  only  $1,035,000,  and  the  shipments  to  the 
South  $6,869,000. 

This  is  perfectly  logical  for  St.  Louis  to  handle  more  of  the 
South 's  cash  than  Chicago,  because  St.  I, on  is  is  one  of  the  three 
central  reserve  cities,  and  nearer  to  the  South  than  Chicago; 
but  both  St.  liOiiis  and  Chicago  combined  do  not  compare  with 
New  York  as  a  hunker  for  the  South. 
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The  heavy  receipts  of  cash  from  the  South  are  made  during 
the  first  half  of  the  year  and  December.  The  peak  for  the 
four  year  average  is  in  January,  at  $2,576,000.  The  reasons 
for  these  shipments  to  St.  Louis  are  the  same  as  have  been  ex- 
plained for  the  Middle  West  and  New  York.  Some  minor  dif- 
ferences, creating  minor  cycles,  exist  because  of  the  proximity 
of  St.  Louis  to  the  South;  but  the  movements  of  cash  between 
St.  Louis  and  the  South  exhibit  the  same  major  cycles  at  about 
the  same  time  as  the  movements  of  cash  between  the  South  and 
Chicago,  and  New  York.  During  the  second  half  of  the  year, 
heavy  shipments  of  cash  are  made  from  St.  Louis  to  the  South- 
ern states. 

The  movements  of  cash  between  St.  Louis  and  the  other  geo- 
graphical divisions,  are  a  part  of  the  general  movements  of 
the  Middle  West  and  show  the  same  seasonal  cycles.  St.  Louis 
accommodates  a  large  rural  population  in  the  wheat,  cotton 
growing,  and  live  stock  feeding  districts  in  the  Southern  Missis- 
sippi Valley  states. 


CHAPTER  VIII 
TOTAL  MOVEMENTS  OF  CASH 

These  totals  are,  in  a  way,  a  summary  of  the  receipts  and 
shipments  of  cash  by  the  separate  geographical  divisions,  only 
they  are  more  varied  and  less  exact  movements.  The  totals  are 
made  up  of  all  the  shipments  and  receipts  of  geographical  di- 
visions from  1905  to  1908,  divided  by  four,  giving  an  average 
of  the  annual  movements  of  cash.  Averages  in  themselves  ob- 
scure the  truth  for  any  particular  case,  and,  even  more,  totals 
distort  the  truth  from  any  specific  information.  However,  they 
do  show  tendencies  which  are  theoretically  suggestive  for  gen- 
eral purposes. 

The  receipts  of  the  Eastern  states  show  six  general  cycles, 
three  rising  and  three  falling.  In  January,  the  receipts  are 
very  heavy,  due  to  the  natural  return  flow  from  the  crop-mov- 
ing, the  holiday  settlements,  the  first  of  the  year  investments, 
the  payment  of  debts,  and  the  like.  In  February,  there  is  a 
sharp  decline  in  receipts,  as  a  natural  relaxation  from  the  holi- 
day period  and  the  new  year  settlements.  From  February  the 
curve  of  receipts  rises  until  May.  This  is  primarily  due  to 
the  March  and  April  settlements  of  contracts,  rents,  the  pay- 
ment of  interest  and  dividends,  and  the  payment  for  spring 
supplies  by  merchants.  From  May  until  September,  the  re- 
ceipts decline  sharply.  These  are  tbe  dull  months  of  the  hot 
summer,  when  the  agricultural  communities  are  using  large 
amounts  of  cash  in  making  and  harvesting  crops;  therefore, 
cash  begins  to  flow  from  the  cities,  and  continues  up  to  almost 
the  end  of  the  year.  In  October,  tbere  is  a  slight  increase  in 
receipts,  precipitated  by  tbe  payments  of  interest  and  divi- 
dends, merchants'  October  settlements,  and  the  purchase  of  new 
supplies  from  the  East.  But  the  October  rise  is  counter-bal- 
anced by  a  decline  in  November,  while  the  crops  are  being 
marketed.  In  December,  the  Eastern  receipts  of  cash  increase 
in  large  amounts.     At  this  time,  the  crop  moving  is  about  over. 
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the  Great  Lakes  are  closed  to  traffic,  and  the  Christmas  buying 
from  the  East  is  in  progress.  This  increase  in  receipts  con- 
tinues through  January,  as  explained. 

The  New  England  receipts  are  heaviest  in  March,  April,  and 
October.  These  peaks  are  due  to  similar  conditions.  In  March 
and  April,  jobbers  from  all  over  the  country  are  making  heavy 
remittances  to  New  England  shoe  and  textile  manufacturers. 
In  October,  the  shipments  of  cash  to  New  England  are  also  the 
result  of  remittances  from  jobbers  in  other  parts  of  the  country 
for  shoes,  dry  goods  and  the  like.  The  shipments  are  almost 
entirely  from  New  York,  because  settlements  from  other  parts 
of  the  country  are  made  through  New  York  bank  correspond- 
ents. In  February,  May,  July,  and  November,  the  New  Eng- 
land receipts  of  cash  decline  very  rapidly.  These  are  off 
months,  when  the  sales  of  manufactured  goods  are  at  their  low- 
est ebb.  The  New  England  curve  of  receipts  shows  a  more  zig- 
zag movement  than  any  of  the  other  geographical  divisions, 
perhaps  due  to  the  fact  that  the  bulk  of  products  sold  from 
New  England  are  manufactured  products,  and  the  collections 
are  systematized. 

In  many  respects,  the  receipts  of  cash  by  the  Middle  West  for 
the  first  quarter  of  the  year  are  similar  to  those  of  the  Eastern 
states,  and  are  based  on  the  same  economic  reasons.  In  Jan- 
uary, the  receipts  are  very  heavy,  but  in  February  they  de- 
cline quickly.  In  March,  the  receipts  in  the  Middle  West  have 
a  sharp  upward  movement  due  to  the  buying  from  the  rural 
districts,  the  spring  payments  of  mortgages,  and  the  like. 
After  March,  the  receipts  decline  until  June.  This  is  a  period 
of  little  borrowing  in  the  rural  districts ;  but  in  July,  when  the 
crops  in  the  Southwest  begin  to  move  to  market,  an  active  de- 
mand for  money  in  the  rural  districts  begins,  and  continues 
steadily  upward  until  the  high  peak  for  the  year  is  reached  in 
October.  During  these  months,  the  Middle  Western  banks  call 
in  their  deposits  from  Eastern  correspondents,  dispose  of  se- 
curities and  borrow  heavily  to  secure  the  necessary  cash  for 
their  country  clientele. 

In  November,  when  the  crops  have  been  marketed,  or  largely 
contracted  for,  and  the  farmers  have  received  their  pay,  cash 
flows  from  the  country  back  to  the  cities  for  investment.     Con- 
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sequently,  the  receipts  of  the  Middle  "West  decline  sharply  in 
November,  and  the  shipments  to  New  York  and  the  East  in- 
crease. In  December,  the  receipts  increase  heavily,  due  to  the 
inflow  from  the  country  districts,  for  deposits,  investments,  and 
the  buying  for  the  holiday  season. 

The  receipts  of  the  Southern  states  show  an  increase  in 
April  and  May  for  the  same  reasons  pointed  out  for  other  geo- 
graphical divisions.  In  June,  the  receipts  decline,  a  sort  of  re- 
action against  the  demands  of  the  previous  months.  By  July, 
the  Southern  grain  crops,  fruits,  and  vegetables,  begin  to  move. 
This  starts  cash  flowing  South,  in  payment  for  these  products. 
But  the  movement  of  cash  is  heaviest  in  September  and  October, 
when  the  cotton  and  tobacco  crops  are  being  harvested  and 
marketed.  However,  it  is  interesting  to  note  that  the  receipts 
of  the  South  do  not  compare  with  the  receipts  of  the  Middle 
West. 

The  receipts  of  the  Pacific  states  are  largest  in  the  autumn 
for  the  crop-moving,  particularly  the  grain  and  fruit  crops. 
The  receipts  begin  to  increase  in  September,  and  steadily  move 
upward,  until  the  end  of  the  year.  In  this  particular,  the 
Pacific  states  differ  from  other  geographical  divisions.  But 
the  Pacific  states  are  somewhat  isolated  from  the  rest  of  the 
country  in  matters  of  finance.  The  receipts  and  shipments 
to  this  division  are  very  small.  In  view  of  the  fact  that  Cali- 
fornia products,  particularly  fruits,  are  used  in  large  quanti- 
ties, aggregating  large  values  in  all  the  other  geographical  di- 
visions, it  seems  that  the  Pacific  states  and  the  East  transact 
more  business  by  clearing  exchange  bills  through  correspond- 
ents than  other  geographical  divisions. 

Total  Shipments  by  Geographical  Divisions 

The  shipments  of  geographical  divisions  are  as  varied  as  re- 
ceipts, and  sometimes  they  are  a  part  of  the  same  movement 
within  the  district  following  receipts  immediately.  Such  is  the 
case  of  the  receipts  in  the  Middle  West  from  the  East.  The 
Middle  Western  bankers  call  in  their  deposits  from  their  East- 
ern correspondents  in  the  autumn,  for  the  sole  purpose  of  re- 
shipping  the  receipts  to  country  banks.  At  any  rate,  a  ship- 
ment from  one  distrid  is  always  ;i  receipt  in  another.     These 
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facts  account  for  the  coincidence  of  a  heavy  increase  or  de- 
crease in  both  shipments  and  receipts  during  the  same  month 
in  the  same  division,  or  in  two  or  more  divisions. 

The  January  shipments  in  the  Eastern  states  are  rather 
Large,  but  much  less  than  the  receipts,  for  the  reasons  explained 
under  the  total  receipts.  The  shipments  are,  perhaps,  almost 
entirely  for  the  payment  of  interest,  dividends,  and  indebted- 
ness contracted  during  the  holidays.  In  February,  the  ship- 
ments decline  sharply,  as  do  the  receipts,  and  for  the  same 
reasons.  In  March,  the  shipments  increase  sharply  and  con- 
tinue up  to  the  spring  peak  in  April,  due  to  the  same  causes 
enumerated  for  the  increase  in  receipts  during  this  month,  ex- 
cept the  shipments  are  in  response  to  the  demands  in  other 
districts,  and  particularly  the  agricultural  districts,  which,  at 
this  season  of  the  year,  have  a  large  volume  of  cash  turnover  for 
the  payment  of  mortgages,  interest,  rents,  and  for  the  pur- 
chase of  supplies,  for  the  spring  planting.  In  May,  the  ship- 
ments from  the  Eastern  states  decline  rapidly,  while  the  re- 
ceipts increase,  for  the  reasons  pointed  out  under  receipts. 
From  May  until  July,  the  shipments  move  up  slowly  in  re- 
sponse to  the  anticipated  demand  for  the  crop  moving.  In 
August,  the  shipments  move  up  sharply,  reaching  the  annual 
peak  in  September  and  October.  During  these  months,  the 
receipts  decline  to  the  lowest  points  for  the  year.  A  long  ex- 
planation of  these  movements  would  be  a  repetition  of  what 
has  already  been  said.  It  suffices,  therefore,  to  say  that  these 
are  the  months  when  shipments  are  being  made  from  the  East 
to  all  the  agricultural  districts  for  moving  the  crops.  In 
November  and  December  the  shipments  from  the  Eastern  states 
decline  sharply,  and  the  receipts  increase.  This  is  a  logical 
turn  of  the  movements  of  cash  indicating  the  completion  of  the 
crop  morements,  the  increase  of  deposits  in  the  local  banks, 
the  payment  of  debts  in  the  East,  the  purchase  of  winter  sup- 
plies, and  the  preparation  for  the  holiday  season. 

The  shipments  by  the  New  England  states  show  the  two 
principal  peaks  in  March  and  September.  These  are  the  months 
when  the  textile  mills  are  purchasing  large  supplies  of  cotton 
and  wool,  and  the  shoe  manufacturers,  leather.  The  shipments 
from  New  England  are  more  even  throughout  the  year  than 
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the  receipts,  perhaps  due  to  the  buying  of  the  manufacturers 
being  more  systematized  than  that  of  the  jobbers  and  whole- 
salers. 

The  Middle  Western  shipments  are  less  pronounced  in  Jan- 
uary than  the  receipts,  as  would  be  expected.  In  February, 
the  shipments  decline  for  the  same  reasons  pointed  out  for  the 
Eastern  states.  In  March,  the  shipments  increase  and  reach  a 
peak  corresponding  to  the  April  peak  in  the  shipments  from 
the  East,  and  for  the  same  reasons,  only  the  peak  is  reached 
earlier  in  the  Middle  West  than  in  the  East.  However,  the  in- 
crease in  receipts  from  the  East  in  March  is  practically  the 
same,  as  from  the  Middle  West ;  but  in  April,  the  shipments  of 
the  Middle  West  decline,  Avhile  the  Eastern  shipments  increase 
even  more  than  in  March,  and  reach  the  second  highest  peak 
of  the  year.  This  is  due  to  the  payments  of  quarterly  dividends 
maturing  April  first.  The  stocks  are  held  in  all  parts  of  the 
country  and  payments  are,  for  the  greater  part,  made  from 
New  York,  or  in  New  York  exchange,  while  in  the  Middle  West 
the  spring  demands  of  the  farmers  are  subsiding.  In  May,  the 
shipments  of  the  Middle  West  decline,  but  much  less  than  the 
shipments  of  the  East.  During  May,  the  receipts  from  the 
Middle  West  continue  to  increase  in  the  East  and  South,  due  to 
the  Middle  Western  merchants  settling  their  Eastern  accounts 
and  laying  in  fall  supplies,  and  the  movement  of  the  Southern 
vegetables  and  fruits  to  market. 

In  June,  the  shipments  of  the  Middle  West  reach  the  highest 
point  during  the  first  half  of  the  year.  This  is  in  response  to 
the  demands  for  harvesting  the  grain  crops  in  the  Southwest, 
and  the  movement  of  the  last  of  the  old  crop  to  market.  In 
July,  the  shipments  decline,  while  the  receipts  increase.  Why 
the  shipments  of  the  Middle  West  decline  in  July,  the  writer  is 
unable  to  explain,  except  on  theoretical  indications.  July  is 
the  dreaded  hot  month  of  the  year  throughout  the  Middle  West- 
ern and  Southern  states,  and  farmers  do  as  little  work  as  pos- 
sible during  this  month.  However,  in  anticipation  of  the  crop 
moving,  which  begins  in  July,  the  bankers  begin  calling  in 
their  deposits  and  the  receipts  of  the  .Middle  Wesi  increase  in 
July.  In  August,  both  shipments  and  receipts  tnounl  upward 
and  reach  the  peak  of  the  year  in  October,  at  $37,844,000  and 
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$23, 873,000,  respectively.  October  is  the  peak  month  of  the 
crop  moving,  when  the  Middle  Western  bankers  make  heavy 
demands  on  their  Eastern  correspondents  and  loan  to  their  agri- 
cultural clientele.  From  the  October  peak,  the  shipments  de- 
cline until  the  end  of  the  year,  indicating  that  by  October  the 
financing  of  the  crop  movement  is  about  completed.  In  No- 
vember, shipments  decline,  but  much  less  than  receipts.  In 
December,  the  shipments  continue  to  decline,  while  the  receipts 
show  a  marked  increase,  indicating  that  the  withdrawals  of  the 
South,  West,  and  the  rural  districts  are  beginning  to  return, 
after  the  crops  have  been  marketed. 

The  shipments  of  the  Southern  states  are  highest  in  January, 
the  peak  being  a  continuation  of  the  upward  movement  which 
starts  in  November.  In  February  and  March,  the  shipments 
decline  and  then  increase  in  April  and  May.  The  somewhat 
regular  movements  of  currency  from  the  Southern  states  is 
perplexing  to  the  casual  observer.  This  regularity  is  due  to 
the  purchase  of  provisions  from  the  Middle  Western  and  East- 
ern states,  which  is  a  continuous  process  by  the  South.  Shoes 
and  clothing  are  purchased  from  New  England  and  New  York. 
Meat,  grain,  fruit,  and  dairy  products  are  purchased  from  the 
Middle  West  and  the  North. 

The  shipments  of  the  Pacific  states  are  light  and  regularly  on 
the  decline  from  January  to  May.  In  June  the  shipments 
reach  the  highest  point.  This  is  after  the  orange  crop  has  been 
harvested,  and  the  funds  move  East  to  pay  for  supplies  and 
to  make  investments.  In  July,  the  shipments  decline,  but  from 
July  to  October  the  plane  of  shipments  is  inclined  upward. 
November  and  December,  the  shipments  decline  and  the  re- 
ceipts increase,  to  move  the  grain  and  fruit  crops. 

Total  Receipts  of  Cities 

The  total  receipts  and  shipments  of  the  cities  of  New  York, 
Chicago  and  St.  Louis  are  virtually  repetitions  of  the  receipts 
and  shipments  of  the  Eastern  and  Middle  Western  states,  and 
the  totals  for  these  respective  divisions,  with  the  exception  that 
the  volumes  of  the  movements  are  less.  This  is  due  to  the  fact 
that  movements  to  and  from  these  cities  do  not  comprise  all  the 
cash  shipped  to  and  from  the  geographical  divisions ;  but  it  is 
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actually  surprising,  what  a  largo  proportion  of  it  they  do 
furnish.  This  is  not  fair  to  either  the  geographical  divisions 
or  the  cities,  because  the  data  was  collected  from  the  larger  cities 
and  thus  did  not  include  the  transfers  to  and  from  the  numerous 
small  cities,  which,  if  they  could  be  taken  into  account  so  as  to 
include  the  shipments  to  the  large  cities  for  reshipment  to  the 
country  towns  and  banks,  would  aggregate  a  much  larger  amount 
than  that  of  the  larger  cities. 

The  receipts  of  the  Eastern  states  and  New  York  City  take 
almost  precisely  the  same  trends  during  the  same  months.  The 
receipts  in  the  East  are  larger  than  those  of  New  York.  The 
March  receipts  of  the  East  advance  a  little  more  sharply  than 
those  of  New  York,  perhaps  due  to  the  settlements  through  such 
cities  as  Pittsburgh  and  Philadelphia.  The  July  decline  in  re- 
ceipts is  much  heavier  in  New  York  than  the  East,  for  the  same 
reason.  The  November  decrease  in  receipts  is  larger  in  the 
East  than  in  New  York,  due  primarily  to  the  return  of  de- 
posits by  correspondent  banks  after  the  crops  have  been  mar- 
keted. Otherwise,  the  seasonal  trend  of  these  two  curves  dupli- 
cate each  other. 

The  receipts  of  both  Chicago  and  St.  Louis  are  included  in 
those  of  the  Middle  Western  states.  But,  if  they  were  both 
added  together,  they  would  not  equal  the  receipts  of  the  Middle 
Western  states,  because  receipts  of  the  correspondent  banks  in 
other  cities,  as  St.  Paul,  Minneapolis,  and  Kansas  City,  are 
omitted.  The  only  variations  in  the  secular  trend  of  the  Chi- 
cago receipts  from  the  Middle  Western  states  are  in  April  and 
September.  In  April,  the  total  receipts  of  Chicago  increase, 
while  those  of  the  Middle  West  decrease.  This  is,  obviously, 
the  flow  of  cash  to  Chicago  for  investments,  deposits,  and  pur- 
chases, after  the  March  settlement  of  rents,  interest,  and  mort- 
gages in  the  rural  districts.  In  September,  the  receipts  of 
Chicago  decline,  while  those  of  the  Middle  West  increase.  This 
is  the  season  when  the  agricultural  classes  need  all  the  money 
they  can  get  to  harvest  and  market  the  crops;  there  fori',  country 
hanks  are  drawing  all  the  cash  possible  from  the  Chicago  banks, 
and  sending  little  to  them.  At  other  times,  the  seasonal  varia 
tions  correspond;  except  that  the  volume  in  the  Middle  West  is 
larger 
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Tin-  total  receipts  pf  St.  Louis  are  as  varied  ;is  those  of  New 
England.  The  heaviesl  receipts  are  in  January,  October,  and 
December,  when  the  cash  which  has  been  used  for  moving  the 
Southwest fiu  grain  and  cotton  crops  is  returned  from  the 
farms. 

Total  Shipments  of  Cities 

Like  the  total  receipts,  the  total  shipments  of  the  cities  are 
virtually  a  duplication  of  the  total  shipments  for  the  respective 
geographical  divisions.  The  shipments  from  New  York  City 
do  not  decline  as  sharply  in  February  and  May  as  those  from  the 
Eastern  states.  This  is  due  to  the  payment  of  dividends,  in- 
terest, and  maturing  obligations  through  New  York.  At  all 
other  points,  the  seasonal  trends  of  the  two  curves  are  alike,  and 
the  explanation  given  for  shipments  from  the  Eastern  states  ap- 
plies to  New  York  City. 

The  shipments  from  Chicago  vary  in  general  trend  from 
those  of  the  Middle  Western  states  in  February  and  May.  In 
February,  the  shipments  of  Chicago  increase  while  those  of  the 
Middle  West  decrease.  The  increased  shipments  from  Chicago 
are  due,  perhaps,  to  the  February  payments  of  interest,  divi- 
dends, and  maturing  obligations,  the  payment  of  balances  on 
holiday  supplies  from  the  East,  and  the  adjustment  with  their 
Eastern  correspondents  of  the  deposits  of  Chicago  banks,  which 
were  depleted  for  the  autumn  crop  moving.  In  May,  the  de- 
cline of  the  shipments  from  Chicago  is  more  pronounced  than 
those  of  the  Middle  West,  due  to  the  decline  in  mercantile  ac- 
tivities during  May.  At  all  other  points,  the  two  curves  bear 
a  seasonal  correlation,  and  the  economic  causes  are  the  same, 
so  far  as  it  is  possible  to  analyze  them  from  the  data  available. 

The  total  shipments  of  St.  Louis  are  part  of  the  Middle 
Western  shipments.  The  lowest  point  is  reached  in  April,  and 
the  highest  in  October.  April  is  the  month  of  low  shipments, 
as  a  reaction  against  the  March  settlements.  From  April  to 
October,  the  total  shipments  increase  each  month.  The  ship- 
ments are  large  enough  to  be  noticeable  in  July;  this  is  the  be- 
ginning of  the  crop  moving  period  in  the  Southwestern  grain 
districts.  First,  after  the  wheat,  the  corn  is  harvested,  and  then 
the  cotton.     This  accounts  for  the  steady  rise  in  the  shipments 
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of  St.  Louis  from  June  to  October.  In  November  and  Decem- 
ber, the  shipments  decline  very  rapidly,  and  receipts  increase, 
due  to  the  sale  of  the  crops  and  the  return  of  the  country  banks' 
deposits  to  the  St.  Louis  banks. 
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SYSTEM 


CHAPTER  IX 
SHORT-TERM  CREDIT 

In  the  brief  investigation  of  the  short-term  agricultural  credit 
conditions  under  the  national  banking  system,  it  was  found  that 
the  chief  restraining  influences  were  legal  restrictions,  lack  of 
adequate  organization  and  intelligent  national  cooperation 
among  the  banks,  scattered,  reserves,  the  centering  of  loanable 
funds  in  New  York,  and  economic  and  social  barriers  inherent 
in  the  very  nature  of  American  agriculture. 

The  national  banking  legislation  did  not  discriminate  against 
agricultural  short-term  credit.  When  the  system  was  estab- 
lished, short-term  credit  for  farmers  was  not  a  serious  problem. 
The  farming  business  was  diversified  and  the  agricultural  classes 
were,  in  a  large  measure,  self-sufficient.  "What  local  needs  for 
short-term  credit  arose  were  probably  very  well  cared  for  by  the 
state  banks.1  But  it  was  necessary  to  suppress  state  bank  and 
other  forms  of  note  currency,  in  order  to  accomplish  the  second 
and  most  important  purpose  of  the  National  Bank  Act,  whicli 
demanded  a  uniform  currency.  But  why  were  these  needs  of  the 
rural  communities  overlooked  in  the  national  system?  Ob- 
viously, the  character  and  magnitude  of  these  needs  were  not 
felt  until  the  local  note  currencies  began  to  disappear.  Then 
we  observe  the  endeavors  to  meet  the  needs  of  the  country  by 
the  apportionment  of  notes  "according  to  the  representative 
population,"  and  "with  due  regard  to  banking  capital,  resources, 
and  business,"2  the  issue  and  distribution  of  additional  notes,3 
the  withdrawal  of  notes  from  states  having  more  than  their  allot- 
ment, and  the  redistribution  to  states  having  less  than  their 
share,4  the  reduction  of  bond  deposits  required  of  national  banks 

i  State   banks,   private  hanks,    individuals  and   corporations    had    issued 

notes  to   meet    local    i ds.     These   were   taxed   out   of   existence   by    the 

national  banking  laws. 

2  Act  of  March  3,  1865.     13  Statutes  al   Large,  ins. 

a  10  Statutes  at   Large,  pp.  251,  1870. 

*  National  Banking  and  Currency  AH,  Sec.  21. 
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to  $50,000,B  and  like  measures,  from  time  to  time,  until  the  Act 
of  1900,  which  reduced  the  capital  requirements  for  national 
hanks  in  rural  districts  to  $25,000.  This  brought  the  national 
banks  within  reach  of  the  agricultural  classes;  later,  the  Federal 
Reserve  Act  of  1913  made  special  provisions  for  agricultural 
paper. 

These  various  endeavors  to  meet  the  needs  which  we  have 
not  reviewed  in  detail,  were  unsuccessful  until  1918.  The  fail- 
ures occurred  because  the  relief  measures  were  only  of  tempo- 
rary consequence,  and  did  not  provide  for  the  growing  needs 
of  the  country,  or  the  rural  communities ;  consequently,  from 
about  1870  down  to  the  Federal  Reserve  Act,  the  crop  moving 
created  an  annual  plethora  of  currency,  and  strained  every 
existing  credit  facility.  Before  the  Act  of  1900,  banking  facili- 
ties were  inadequate  in  the  rural  districts  to  build  up  the  prac- 
tice of  deposit  currency  among  the  agricultural  classes.  The 
rural  population  was,  therefore,  unacquainted  with  sound  bank- 
ing practices  and  distrustful  of  checks ;  and  the  inevitable  prac- 
tice of  making  most  payments  in  coin,  or  some  form  of  bank 
notes,  was  followed.  The  farmer  had  to  pay  his  hired  labor  with 
cash,  and  generally  the  local  merchants  demanded  currency. 
This  made  it  necessary  for  the  farmer  to  demand  currency  for 
the  products  he  had  to  sell;  consequently,  the  annual  marketing 
of  crops  was  a  drain  upon  the  liquid  assets  of  the  entire  coun- 
try, once  each  year.  Moreover,  these  payments  made  to  farmers 
for  their  crops  did  not  find  their  way  into  circulation  again 
for  some  time,  because  the  farmer  received  his  annual  income 
often  in  a  lump  sum,  but  his  expenditures  were  spread  through- 
out the  year.  This  required  the  hoarding  of  large  sums  for 
paying  wages,  buying  feed  and  spring  supplies,  and  making 
payments  on  a  mortgage.  The  weight  of  this  burden  was  felt  by 
every  business,  and  justly,  Mr.  S.  S.  Pratt  says,  in  his  excellent 
book,  "The  Work  of  Wall  Street,"  that  "an  anxious  period  in 
the  money  market  is  the  crop  moving  time."  An  elastic  cur- 
rency that  would  meet  the  short-term  credit  needs  of  agricul- 
ture was  one  of  the  first  banking  reforms  demanded  by  public 
sentiment. 

When  the  national  banking  system  was  organized,  more  than 
'      s  Act  of  June  20,  1874.     18  Statutes  at  Large,  1123. 
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half  of  the  country  was  undeveloped  and  uninhabited  by  civi- 
lized men.  The  development  of  this  new  territory  required 
long  and  short-term  financing.  Legally,  the  long-term  financing 
was  beyond  the  scope  of  the  national  banks  and  short-term 
financing  of  the  new  agricultural  regions  was  speculative,  and 
inaccessible  to  the  facilities  of  the  national  banks.  The  capital 
and  population  requirements  for  the  organisation  of  a  national 
bank,  and  the  lack  of  branches,  excluded  the  national  system 
from  supplying  either  the  loan  funds  or  the  banking  machinery 
for  the  rural  communities.  The  absence  of  the  banking  ma- 
chinery made  it  impossible  to  gauge  the  savings  of  the  agricul- 
tural classes,  or  accumulate  these  savings  for  supplying  the 
local  credit  needs. 

Each  succeeding  crisis  demonstrated  the  inability  of  the  bank- 
ing system  to  withstand  emergencies  and  maintain  any  reliable 
service  for  the  country  districts.  This  was  due  to  the  following 
facts,  viz. :  each  bank  was  a  separate  and  independent  unit ; 
tbe  reserve  requirements  were  inflexible ;  the  reserves  were  scat- 
tered ;  and  the  expansion  and  contraction  of  the  note  currency 
were  inverse  to  the  demands  of  the  country  in  periods  of  panic. 
The  panics  of  1893  and  1907,  particularly,  emphasized  the  in- 
justice of  the  banking  organization  to  the  non-speculative  in- 
terests. 

The  panic  of  1893  was  responsible  for  the  investigation  by 
the  Indianapolis  Monetary  Commission ;  and  the  panic  of  1907, 
the  Aldrich-Vreeland  Act  and  the  National  Monetary  Com- 
mission and,  ultimately,  for  the  Federal  Reserve  Act.  The  re- 
port of  the  Indianapolis  Monetary  Commission  was  instrumental 
in  bringing  about  the  Act  of  1900,  which  formally  recognized 
the  gold  standard ;  authorized  the  organization  of  national 
banks  with  a  capital  of  $25,000  in  towns  of  not  more  than  3,000; 
and  provided  for  the  issue  of  notes  up  to  the  par  value  of  the 
bonds  deposited. 

Among  the  fundamental  criticisms  of  the  national  banking 
system  by  the  Indianapolis  Monetary  Commission  were:  (1) 
the  failure  to  provide  currency  to  meet  the  growing  needs  of 
the  country;  (2)  the  lack  of  the  qualities  of  expansibility  and 
contractibility  of  the  currency;  (3)  lack  of  proper  distribution 
of  loanable  capital;  and,   (4)   unequal  interest  rates  and  note 
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issues,  and  the  inadequacy  of  a  Government  bond  secured  cur- 
rency. Doubtless,  the  suggestions  made  by  the  Commission 
would  have  received  further  consideration,  had  the  Spanish- 
American  War  and  the  return  of  prosperity  in  the  form  of  ris- 
ing prices  not  intervened.  However,  the  Act  of  1900  enabled 
the  national  banks  to  reach  further  into  the  rural  districts  and 
immediately,  as  we  have  seen,  the  number,  capital,  circulation, 
loans  and  discounts,  and  deposits  of  the  national  banks,  by 
states  and  geographical  divisions,  increased.  But  the  circula- 
tion, including  the  savings  of  the  rural  districts,  continued  to 
flow  to  New  York  and,  in  times  of  crises,  each  country  bank 
stood  alone  as  an  independent  unit. 

Among  other  things,  the  National  Monetary  Commission  criti- 
cized the  banking  system  for,  (1)  the  scattered  reserves,  im- 
mobile in  times  of  trouble,  the  proper  uses  of  which  were  re- 
stricted by  antiquated  state  and  Federal  laws;  (2)  inability  of 
the  banks  to  replenish  reserves  in  times  of  need;  (3)  inability 
to  expand  and  contract  the  note  issue  according  to  the  coun- 
try's needs;  (4)  lack  of  cooperation  on  the  part  of  banks  to 
protect  their  own  and  the  public's  interest  in  the  times  of 
crises;  (5)  the  nation-wide,  ineffective  system  of  domestic  ex- 
change; (6)  lack  of  standardized  commercial  paper;  (7)  limited 
discount  market  and  the  consequential  drawing  power  of  New 
York  for  the  country's  reserves;  (8)  dependence  of  country 
banks  and  the  disadvantages  for  the  farmers  and  others;  (9) 
inequality  in  credit  facilities,  interest  rates,  etc.,  in  different  sec- 
tions of  the  country;  and  (10)  absence  of  any  agency  to  secure 
equal  accommodations  throughout  the  country.  After  the  in- 
vestigation of  the  National  Monetary  Commission,  study  and  de- 
bate of  the  banking  system  continued  until  the  passage  of  the 
Federal  Reserve  Act  in  1913, — fortunately,  this  step  was  taken 
before  the  crisis  of  the  World  War. 

The  causes  which  led  to  the  incorporation  in  the  Federal 
Reserve  Act  of  special  provisions  for  agricultural  credit  were 
an  amalgamation  of  the  economic,  political,  industrial,  and  so- 
cial problems  which  had  grown  up  out  of  the  handicaps  of  the 
national  banking  system.  What  concern  has  this  with  our 
problem?  It  is  necessary  to  know  the  broad,  fundamental 
problems  affecting  agriculture  and  banking,  of  which  our  eco- 
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noniic  and  political  society  must  be  cognizant,  in  order  to  com- 
prehend the  scope  and  possibilities  of  agricultural  credit  pro- 
visions. Banking  had  been  divorced  from  the  cheap  money 
faddists  by  the  defeat,  for  the  first  time,  of  William  Jennings 
Bryan  and  "free  silver,"  in  1896.  And,  with  the  exception  of 
the  annual  plethora  of  currency  for  the  moving  of  crops,  the 
banking  situation  seemed  more  at  ease  after  the  reduction  of 
the  capital  requirements  of  national  banks  in  the  rural  dis- 
tricts, the  legal  establishment  of  the  gold  standard,  and  the  bond 
par  note  issue  privilege.  But  the  panic  of  1907,  while  essen- 
tially a  bankers'  panic,  more  clearly  than  ever  before  demon- 
strated the  inadequacy  of  the  scattered  bank  reserves,  the  in- 
elastic note  issue,  and  the  inability  of  the  credit  and  currency 
of  the  country  to  move  to  sections  where  needed  by  "essential" 
industries.0 

Simultaneously  with,  and  possibly  stimulated  by  the  agri- 
cultural depression  accompanying  the  panic,  the  problems  of 
rural  credit  moved  into  the  political,  economic,  and  social  arena ; 
and  the  growing  magnitude  of  agricultural  organizations,  im- 
proved transportation  and  communication,  made  the  farmer  a 
more  important  factor  in  our  national  life  than  a  mere  grower 
of  crops.  Individuals,  organizations,  and  political  parties  bla- 
tantly turned  their  guns  of  advice  upon  the  farmer,  and  the 
endeavors  to    better  rural  conditions  became  a  social  fad. 

The  Country  Life  Commission  appointed  by  President  Roose- 
velt made  its  report  in  1910,  which  stated,  as  one  of  the  most 
pronounced  deficiencies  of  country  life,  "the  lack  of  any  ade- 
quate system  of  rural  credit,  whereby  the  farmer  may  readily 
secure  loans  on  fair  terms."7  The  Aldrich  National  Monetary 
Commission  had  completed  and  published  its  investigations 
into  the  monetary  systems  of  various  countries.  In  these  re- 
ports, the  financing  of  agriculture  in  European  countries  is  em- 
phasized, particularly  in  its  relation  to  the  national  banking 
systems. 

fiI  say  "essential"  entirely  mindful  of  the  ambiguity.  Who  knows  what 
is  essential  and  what,  is  not  essential?  Doubtless,  few  individuals,  who 
aspire  to  social  or  political  positions  where  these  problems  must  he  con- 
sidered, are  so  lacking  in  judgment  and  discretion  thai  they  would  attempt 
to  draw  these  lines  of  demarcation  with  anything  more  than  the  broadest 
generalil  ies. 

"  Report  of  the  Commission  as  reprinted  by  Sturges,  Walton  &  Co.,  p.  20. 
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Sir  Horace  C.  Plunketl  had  just  published  in  lliis  country,  in 
L911,  his  interesting  book,  "The  Rural  Life  Problem  of  the 
United  States,"8  which  gave  a  sweeping  sentimental  stimulus 
to  rural  activities.  Also,  during  1911  the  American  Rankers' 
Association  appointed  a  committee  to  study  the  financing  of 
agriculture.  In  1012,  B.  P.  Harris,  an  eminent  banker  and 
farmer  of  Champaign,  Illinois,  and  Chairman  of  the  Agricultural 
Committee  of  the  American  Hankers'  Association,  said,  in  an  ad- 
dress on  "Problems  of  Rural  Life  from  the  Bankers'  Stand- 
point,"9 delivered  at  Chicago  before  the  Chicago  Bankers' 
Club : 

"As  our  farmers  put  in  practice  the  better  and  more  permanent 
methods  of  agriculture  which  we  are  so  vitally  concerned  in  seeing 
them  adopt,  knowledge  of  which  we  must  help  carry  to  them,  we  may 
and  must  further  serve  thern  in  the  matter  of  improved  farm  financing 
systems.  .  .  . 

"We  have,  will  and  should  rise  to  the  demand  and  opportunity  to 
provide  plans  and  agencies  for  the  great  agricultural  financing  propo- 
sition that  impends. 

"The  American  farmer  uses  hundreds  of  millions  of  dollars  of  bank 
credit  every  crop  season. 

"This  financial  task  exceeds  that  of  fifty  years  ago,  when  our  great 
railroad  construction  required  thousands  of  millions. 

"Seven  dollars  per  acre  for  fertilizers  to  restoi-e  or  maintain  one 
hundred  million  acres  of  worn  lands  over  each  five-year  period  would 
require  upward  of  three  and  a  half  billion  dollars. 

"The  present  per  acre  investment  in  farm  machinery  ranges  from 
three  to  seven  dollars,  and  the  increased  investment  in  this  direction 
for  better  methods,  for  proper  economy,  and  to  make  up  for  the  short- 
age in  farm  labor,  until  the  farm  population  is  built  up,  will  require 
upwards  of  two  billions  of  dollars  more.  .  .  . 

"In  the  ten  years  following  1899,  production  of  cereals  in  the  United 
States  increased  1.7  per  cent,  but  the  market  values  were  higher  in  1909 
by  79.8  per  cent,  the  increase  in  price  being  forty-seven  times  the  in- 
crease in  quantity. 

"In  the  last  ten  years,  the  average  price  in  the  United  States  of 
products  of  the  farm  has  increased  87  per  cent,  although  the  increase 
in  the  average  price  of  all  commodities,  including  agricultural  products. 
has  been  but  23  per  cent.  .  .  . 

s  Macmillan  Co.,  Publishers. 

»  Union  Stock  Yards  Trust  Co.,  Publishers. 
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"In  1900,  there  were  exported  from  this  country  breadstuffs  amount- 
ing to  $251,000,000;  but  in  1910,  these  exports  had  fallen  to  $136,- 
000,000  and  imports  increased  $13,000,000. 

"These  alarming  figures  clearly  indicate  that  the  industry  of  soil 
cultivation  in  the  United  States  has  fallen  back  decidedly,  as  related 
to  the  increase  in  population  and  augmented  demand. 

"A  recent  census  bulletin  states :  'It  is  only  by  reason  of  a  great 
reduction  in  the  exportation  of  agricultural  products  that  the  in- 
creasing consumption  of  the  country  has  been  supplied.' " 

Whether  we  agree  with  Air.  Harris  or  not,  these  statements, 
coming  from  a  man  with  his  leadership  in  banking  and  public 
life,  had  an  inestimable  influence  in  compelling  a  consideration 
of  the  financial  problems  of  agriculture  in  the  campaign  for 
banking  reform. 

At  the  same  time,  the  daily  press,  the  agricultural  press  and 
the  monthly  periodicals  were  teeming  with  plans  to  improve 
rural  conditions.  Extension  workers  and  social  leaders  were 
making  the  betterment  of  rural  life  and  rural  credit  improve- 
ment a  part  of  their  propaganda. 

In  October,  1912,  President  Taft  sent  a  letter  to  the  Gov- 
ernor of  each  state,  in  advocacy  of  agricultural  credit  legis- 
lation, in  which  he  said:  "The  need  for  the  establishment  of  an 
adequate  financial  system,  as  an  aid  to  the  farmers  of  this 
country,  is  now  quite  generally  recognized.  The  Governmental 
initiative,  taken  by  the  Department  of  State  under  instructions 
issued  by  my  direction  to  the  diplomatic  officers  in  Europe  on 
March  18  last,  have  been  effectively  supplemented  by  the  Amer- 
ican Hankers'  Association,  the  Southern  Commercial  Congress 
and  by  many  other  bodies  by  whom  this  question  has  been  agi- 
tated, and  valuable  work  has  been  done  in  studying  and  dis- 
seminating knowledge  of  those  great  instrumentalities,  which 
have  been  created  in  foreign  lands  to  extend  to  their  agricul- 
tural credit  facilities  equal  in  benefits  to  those  enjoyed  by  their 
industrial  and  commercial  organizations.  The  handicap  placed 
upon  the,  American  farmer  through  the  lack  of  such  a  system 
and  the  loss  sustained  by  the  whole  citizenship  of  the  nation  he- 
cause  of  this  failure  to  assist  the  fanners  1o  the  utmost  develop- 
ment of  our  agricultural  resources,  is  readily  apparent." 

This  was  on  the  eve  of  the  break   in  Republican    [tower.     On 
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the  morning  of  the  Democratic  rule,  the  banking  system  re- 
mained unreformed,  regardless  of  the  fact  that  the  platform 
promises  were  those  of  legislation  for  bettering  rural  condi- 
tions, including  improved  facilities  for  financing  agriculture. 

H.  P.  Willis,  then  employed  by  the  Hon.  Carter  Glass  as 
a  monetary  expert,  had  been  Secretary  to  the  Indianapolis  Mone- 
tary Commission  of  1897-98.  This  Commission  made  a  careful 
study  of  the  financial  system,  and,  among  its  principal  findings, 
were  the  inadequate  facilities  for  financing  agriculture.  Mr. 
Willis  was  the  expert  in  drafting  the  Federal  Reserve  Act  and, 
in  company  with  Mr.  Glass,  had  many  conferences  with  Presi- 
dent Wilson  regarding  the  bill.  There  seems  little  probability 
that  Mr.  Willis  was  not  influenced  by  his  former  experience 
with  the  Indianapolis  Monetary  Commission,  which  was  in- 
spired mainly  by  agricultural  interests,  and  their  investigation 
emphasized  particularly  the  adverse  adaptability  of  the  exist- 
ing banking  accommodations  to  agriculture. 

The  causes  which  impelled  the  incorporation  of  the  short- 
term  agricultural  credit  provisions  in  the  Federal  Reserve  Act 
may  be  briefly  summarized  as  follows: 

1.  The  need  of  an  elastic  currency  for  agriculture  had  stood 
out  for  a  half  century  as  the  greatest  weakness  of  the  national 
banking  system.  The  satisfaction  of  this  need  was  demanded 
by  public  sentiment,  and  no  banking  reform  would  have  met 
with  general  approval  that  did  not  take  into  consideration  the 
financial  needs  of  agriculture,  when  more  than  half  of  the  popu- 
lation, directly  or  indirectly,  depended  for  their  money  income 
upon  agriculture. 

2.  Political  expediency  demanded  it.  For  two  successive 
political  campaigns,  the  two  principal  political  parties  had  in- 
cluded in  their  platform  promises  the  bettering  of  rural  life 
conditions,  including  "rural  credits"  or  "agricultural  finance." 

In  1908  the  Republican  platform  stated  in  the  Currency 
clause,  that  we  must  have  a  "more  elastic  and  adaptable  system 
to  meet  the  requirements  of  agriculturists,  manufacturers,  mer- 
chants and  business  men  generally,  which  must  be  automatic  in 
operation,  recognizing  the  fluctuations  in  interest  rates." 

The  Democratic  platform  of  1912,  under  the  heading  of  a 
special  paragraph   entitled   "Rural   Credits,"  said:   "Of  equal 
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importance  with  the  question  of  currency  reform  is  the  ques- 
tion of  rural  credits  or  agricultural  finance.  Therefore,  we 
recommend  that  an  investigation  of  agricultural  credit  societies 
in  foreign  countries  be  made,  so  that  it  may  be  ascertained 
whether  a  system  of  rural  credits  may  be  devised  suitable  to 
conditions  in  the  United  States ;  and  we  also  favor  legislation 
permitting  national  banks  to  loan  a  reasonable  proportion  of 
their  funds  on  real  estate  security." 

"What  would  the  ecstatic,  successful  political  party  do?  It 
must  fulfill  its  promises,  if  for  no  other  reason  than  to  show 
the  unfaithfulness  of  the  outgoing  party.  Any  new  banking 
legislation  which  did  not  include  agriculture  would  have  hope- 
lessly lost  the  confidence  of  the  agricultural  public,  whose  or- 
ganized votes  were  growing  powerful.  The  new  party  was  too 
watchful  of  its  political  promises  and  future  interest  to  let  this 
default  occur  while  the  campaign  speeches  were  still  being 
read.  So  the  agricultural  credit  provisions  were  inserted  in 
the  Federal  Reserve  Act,  including  almost  verbatim  the  last 
sentence  in  the  ''Rural  Credits"  plank  of  the  Democratic  plat- 
form, which  sentence  deals  with  mortgage  credit,10  and  is  elimi- 
nated from  this  study. 

3.  Equality  in  banking  was  demanded  because  of  the  domi- 
nance of  agricultural  interests,  and  the  flagrant  evidence  of  in- 
equality in  banking  for  the  agricultural  classes  under  the  na- 
tional banking  system.  Any  reform  which  did  not  provide  for 
agricultural  credit  would  have  been  hailed  as  capitalistic. 

4.  Country  banks  would  not  join  the  system  unless  adequate 
provisions  were  made  for  agriculture.  The  many  thousands  of 
country  banks  were  a  necessary  and  integral  part  of  a  national 
system  of  finance,  because  they  accumulated  the  savings  of  the 
most  thrifty  half  of  the  population,  served  the  fundamental  in- 
dustry of  agriculture,  and,  in  the  aggregate,  represented  a  large 
portion  of  the  nation's  wealth. 

"The  original  Federal  Reserve  Act,  1913:  "Any  national  banking  asso- 
ciation not  situated  in  a  Central  Reserve  city  may  make  loans  secured  by 
improved  and  unencumbered  farm  land." 

Loans  are  limited  to  5  years;  "»()  per  cent  of  property  value;  25  per  cent 
of  the  hank's  capital  and  surplus,  or  one-third  of  time  deposits. 


CHAPTER  X 

PROVISIONS       FOR       SHORT-TERM       AGRICULTURAL 

CREDIT   UNDER   THE   FEDERAL   RESERVE   ACT, 

AND   THE   INTERPRETATION   OF   THEM 

The  Federal  Reserve  System 

The  Federal  Reserve  System  represents  all  national  banks 
and  a  large  number  of  the  state  banks,  and  trust  companies. 
The  banks  which  are  members  of  this  system  may  rediscount 
short-term  agricultural  paper  at  their  respective  Federal  Re- 
serve Bank.  The  provisions  of  the  Federal  Reserve  Law,  and 
the  rulings  and  opinions  of  the  Federal  Reserve  Board  and 
Council  on  the  discount  and  rediscount  of  agricultural  short- 
term  paper  by  the  Federal  Reserve  Banks  and  member  banks, 
if  carried  out,  will  practically  eliminate  all  the  barriers  which 
have  heretofore  separated  the  bankers  and  the  farmers  with  re- 
spect to  short-term  credit.  In  fact,  the  terms  of  the  law  and 
the  regulations  of  the  Board  are  exceedingly  liberal. 

Short-term  Agricultural  Provisions  under  Federal  Reserve  Act 
The  Federal  Reserve  Law  provides  that  "the  Federal  Re- 
serve Banks  may  rediscount  notes,  drafts  and  bills  of  exchange 
issued  or  drawn  for  agricultural  purposes  or  the  proceeds  of 
which  have  been,  or  are  to  be,  used  for  such  purposes,  the  Fed- 
eral Reserve  Board  to  have  the  right  to  determine  or  define  the 
character  of  the  paper  thus  eligible  for  discount,  within  the 
meaning  of  this  Act."  It  also  provides  that  "notes,  drafts,  and 
bills  of  exchange  secured  by  staple  agricultural  products  are 
eligible  for  rediscount'  ;  that  "notes,  drafts,  and  bills  drawn 
or  issued  for  agricultural  purposes  or  based  on  live  stock,  and 
having  a  maturity  not  exceeding  six  months,  exclusive  of  days 
of  grace,  may  be  discounted  in  an  amount  to  be  limited  to  a 
percentage  of  the  assets  of  the  Federal  Reserve  Bank,  to  be 
ascertained  and  fixed  by  the  Federal  Reserve  Board."1 

1  Section   \'A.  paragraph  80. 
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The  Federal  Reserve  Board,  in  explaining  the  scope  of  these 
provisions  for  short-term  agricultural  paper,  gave  a  definition 
of  six-months'  agricultural  paper  as  follows : - 

a.  Definition. — Six-months'  agricultural  paper,  within  the  meaning  of 
this  regulation,  is  denned  as  a  note,  draft,  bill  of  exchange,  or  trade 
acceptance,  drawn  or  issued  for  agricultural  purposes,  or  based  on  live 
stock;  that  is,  a  note,  draft,  bill  of  exchange,  or  trade  acceptance,  the 
proceeds  of  which  have  been  used,  or  are  to  be  used,  for  agricultural 
purposes,  including  the  breeding,  raising,  fattening  or  marketing  of  live 
stock,  and  which  has  a  maturity  at  the  time  of  discount  of  not  more  than 
six  months,  exclusive  of  days  of  grace. 

b.  Eligibility. — To  be  eligible  for  rediscount,  six-months'  agricultural 
paper,  whether  a  note,  draft,  bill  of  exchange,  or  trade  acceptance,  must 
comply  with  the  respective  sections  of  this  regulation,  which  would  apply 
to  it  if  its  maturity  were  ninety  days  or  less. 

The  provisions,  together  with  the  liberal  interpretations  which 
have  been  made  by  the  Federal  Reserve  Board  and  Council,  take 
care  of  almost  all  ordinary  short-term  credit  needs  of  agricul- 
ture, including  the  planting,  cultivating,  harvesting  and  moving 
of  crops;  the  breeding,  raising,  fattening  and  marketing  of  live 
stock;  the  purchase  of  dairy  cows,  farm  machinery  and  equip- 
ment, fertilizers,  feed,  seed,  or  any  product  to  be  used  for  agri- 
cultural purposes  and  for  general  working  capital. 

Not  only  have  the  member  banks  of  the  Federal  Reserve  Sys- 
tem been  encouraged  to  extend  credit  to  farmers  for  productive 
purposes,  such  as  for  the  growing  and  marketing  of  crops;  but, 
in  the  opinion  of  the  Federal  Reserve  Council,  "When  the 
farmer  makes  his  note  payable  to  the  member  bank  and  uses 
the  proceeds  for  an  agricultural  purpose,  such  a  note  may  like- 
wise be  discounted  by  a  Federal  Reserve  Bank  as  agricultural 
paper."3  This  is  a  very  valuable  ruling,  which  stimulates  the 
use  of  farmers'  notes  as  a  banking  instrument  and  also  en- 
courages the  production  of  agricultural  products.  Such  a  clause 
is  especially  valuable  to  provide  for  the  recurrent  needs  of  agri- 
culture, to  hire  labor  to  harvest,  move,  and  market  crops  every 
autumn.  In  case  a  local  member  bank  in  the  grain  or  cotton 
growing  sections  accumulates  nunc  first-rate  farmers'  notes 
than  it  cares  to  hold  with  the  demands  for  funds,  it  can  redis- 
count these  notes  at  its  respective  Federal   Reserve   Bank,  and 

2  Regulation  "A"  of  the  Federal  Reserve  Board:  Series  of  1917,  VI. 

a  Federal   Reserve  Bulletin,  April,  mis,  p.  310.     Informal   Ruling  of  1 1 1 «- 

Federal  Reserve  <  iouncil. 
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obtain  in  return  LOO  per  cent  in  Federal  Reserve  notes.  This 
enables  banks,  in  the  one-crop  communities,  to  provide  the  funds 
needed  by  agriculture  each  harvest.  Also,  if  the  farmers  are 
shrewd  and  so  inclined,  they  can  use  this  credit  for  wise  market 
purposes.  For  the  most  part,  farmers  have  been  compelled  to 
market  their  crops  almost  as  soon  as  they  are  harvested,  in 
order  to  obtain  funds  to  pay  for  production  and  harvesting. 
So  many  farmers  do  this  that  the  autumn  wholesale  prices  are 
usually  the  lowest  of  the  year.  Farmers  who  market  their  crops 
at  this  season,  when  the  demand  is  over-supplied,  receive  the 
lowest  wholesale  prices  and  in  the  spring,  when  they  have  to  buy, 
money  is  usually  plentiful,  and  they  are  compelled  to  pay  the 
highest  retail  prices  for  their  purchases  to  produce  another 
crop.  Proper  credit  to  tide  agriculture  over  these  recurrent 
seasons  of  rise  and  fall  in  prices  will  not  only  be  beneficial  to 
farmers  in  their  market  operations,  but  equally  so  to  all  con- 
sumers and  all  other  businesses  by  the  stabilization  of  prices. 

The  credit  needs  of  live  stock  farmers  are  fairly  well  pro- 
vided for  in  the  Federal  Reserve  banking  system.  For  a  long 
time  cattle  loan  companies  organized  in  connection  with  national 
and  state  banks  have  been  doing  an  extensive  business  financing 
live  stock  farmers.  Some  banks  in  cattle-growing  communities 
have  made  so  many  loans  to  farmers  on  live  stock  that  they  have 
become  known  as  "Cattle  Banks,"  or  "Live  Stock  Banks." 
Local  banks  take  care  of  a  large  portion  of  the  cattle  loans  made 
in  the  intensive  farming  sections  of  such  states  as  Missouri,  Iowra, 
Illinois,  Oregon,  Michigan,  Ohio,  and  Indiana.  For  the  states 
where  more  extensive  farming  is  done,  as  Arkansas,  Nebraska, 
Texas,  Oklahoma,  Colorado.  Xew  Mexico,  Montana,  Wyoming, 
and  Arizona,  cattle  loan  companies  secure  the  larger  portion  of 
the  business.  One  of  the  best  known  of  these  companies  is 
Clay,  Robinson  &  Company,  Chicago,  with  branches  at  South 
Omaha,  Nebraska ;  Kansas  City,  Missouri ;  Denver,  Colorado ; 
South  St.  Paul,  Minnesota ;  East  Buffalo,  New  York ;  East  St. 
Louis,  Illinois,  Fort  "Worth,  Texas ;  and  El  Paso,  Texas.  These 
companies  loan  hundreds  of  millions  of  dollars  annually  on 
feeder  live  stock  for  the  purposes  of  feeding,  grazing,  and  get- 
ting them  in  market  condition. 

The  drafters  of  the  Federal  Reserve  Act  recognized  the  im- 
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portance  of  the  live  stock  industry  in  this  country,  and  wisely 
provided  for  the  discount  and  rediscount  of  notes,  drafts,  hills 
of  exchange,  and  trade  acceptances  based  on  live  stock.  The 
Federal  Reserve  Board  further  amplified  this  provision  of  the 
Act  in  defining  six-months '  agricultural  paper ;  wherein  they 
held  that  this  provision  "included  the  breeding,  raising,  fatten- 
ing, or  marketing  of  live  stock."  Later  rulings  of  the  Federal 
Reserve  Board  and  Council  have  set  forth  more  fully  the 
breadth  of  this  clause  in  the  Act.  For  example,  the  term  live 
stock  was  "held  to  include  not  only  beef  cattle,  but  also  horses 
and  mules. " 4  At  the  same  time,  an  informal  ruling  was  also 
passed  to  the  effect  that  "mortgages  on  cattle  are  not  required, 
and  the  question  whether  paper  secured  by  cattle  is  self-liquidat- 
ing, is  a  legal  one  to  be  determined  at  the  Federal  Reserve 
Bank."0  This  ruling  established  a  precedent  in  the  live  stock 
industry,  which  indicates  a  crucial  turning  point  in  the  agri- 
culture of  the  whole  United  States  from  its  historically  unstable 
character  to  a  reliable  business.  The  old  practice  of  requiring 
a  chattel  mortgage  on  live  stock  was  all  right  in  its  time,  but 
that  time  has,  for  the  most  part,  passed  away.  The  farmer  is 
a  reliable  citizen  of  the  community.  Cattle  do  not  run  wild  in 
the  woods  any  more.  Most  of  the  large  ranches  are  fenced,  and 
tliere  is  little  difficulty  in  identifying  the  live  stock.  Also,  the 
acquiescence  of  the  banking  system  to  accept  live  stock  paper 
without  a  chattel  mortgage  saves  both  the  lender  and  the  bor- 
rower a  great  amount  of  red  tape  and  embarrassment,  and,  no 
doubt,  a  great  many  profitable  loans  are  now  made  for  those 
productive  purposes,  which  formerly  were  not  negotiated  be- 
cause they  were  handicapped  by  the  chattel  mortgage. 

A  more  elaborate  extension  of  the  banking  provisions  for  live 
stock  farmers  was  voiced  when  in  another  ruling  it  was  held 
that  "loans  on  cattle  for  breeding,  grazing,  or  fattening,  may 
be  made  under  the  classification  of  six-months'  agricultural 
paper  and  this  paper  may  be  rediscounted  by  a  member  hank 
at  its  Federal  Reserve  Bank."0  The  result  of  this  ruling  is 
shown  by  the  amount  of  live  stock   paper   rediscounted  by  the 

1  Federal  Reserve  Bulletin,  June,  1915,  p.  7_.     Informal    Ruling. 

b  Ibid.,  p.  74. 

o  Ibid.,  December,  1916,  p.  679.     [nforma]  Ruling  of  the  Board. 
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Federal  Reserve  Banks.  At  the  time  of  this  writing,  November, 
1921,  there  was  rediscounted  in  the  Federal  Reserve  Banks  $51,- 
715.000 "  of  live  stock  paper.  Each  month  the  Federal  Reserve 
Board's  report  shows  that  millions  of  dollars'  worth  of  live 
stock  paper  has  been  rediscounted  and  is  held  by  the  Reserve 
Banks.  AVhen  it  is  remembered  that  the  larger  portion  of  the 
paper  based  on  cattle  is  held  by  the  local  banks  and  cattle  loan 
companies,  some  idea  can  be  obtained  of  the  far-reaching  im- 
portance of  adequate  financing  of  the  live  stock  industry. 

Then,  in  order  to  prohibit  the  use  of  the  "live  stock  paper" 
clause  of  the  Federal  Reserve  Act  for  speculative  and  unpro- 
ductive purposes,  the  Board  held  that  "notes  made  by  mule 
and  cattle  dealers  are  mercantile,  rather  than  agricultural 
paper."8  Also,  in  an  opinion  delivered  by  the  Council,  "the 
bill  or  note  of  a  packing  company,  the  proceeds  of  which  are 
used  for  the  purchase  of  live  stock  which  is  slaughtered  upon 
purchase,  is  not  'based  on  live  stock'  within  the  meaning  of 
Section  13,  and  is,  therefore,  not  eligible  for  rediscount,  if  it  has 
a  maturity  in  excess  of  ninety  days. ' ' 9 

The  vast  importance  of  the  dairy  business  in  the  United 
States,  aggregating  millions  of  dollars'  worth  of  products  for 
home  use  and  for  commerce,  made  it  highly  essential  that  the 
clause  in  the  Federal  Reserve  Act  providing  for  loans  based  on 
live  stock  should  be  interpreted  in  a  sufficiently  broad  sense  to 
include  dairy  cows.  With  this  in  mind,  the  Federal  Reserve 
Board  held  that  "notes  signed  by  a  farmer,  the  proceeds  of 
which  are  used  for  the  purchase  of  cows  to  be  used  as  dairy 
cattle,  are  eligible  for  rediscount  at  the  discretion  of  the  Fed- 
eral Reserve  Banks,  notwithstanding  the  fact  that  the  cattle  are 
not  primarily  purchased  for  breeding,  raising  and  fattening,  and 
marketing  of  live  stock. ' ' 10 

"While  six  months  is  entirely  too  short  a  time  for  loans  based 
on  dairy  cows,  if  the  farmer  expects  to  make  any  substantial 
portion  of  the  payment  out  of  the  proceeds  from  the  sale  of  dairy 

"  Federal  Reserve  Board's  Animal  Report,  1921,  p.  165. 

s  Ibid.,  August,  1915,  p.  212.     Informal  Ruling. 

9  Ibid.,  August,  1917,  p.  616.     Opinion  of  the  Federal  Reserve  Council. 

io  Ibid.,  March,  1916,  p.  112.     Informal  Ruling  of  the  Board. 
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products,  loans  for  this  length  of  time  will,  nevertheless,  enable 

farmers  who  have  a  going  business  and  can  reasonably  expect 
incomes  within  .six  months,  to  take  advantage  of  opportunities 
in  the  buying  of  registered  and  otherwise  very  desirable  dairy 
cows.  Such  opportunities  are  frequently  afforded  at  auction 
sales  and  elsewhere. 

Ample  provisions  are  made  in  the  law  as  quoted,  and  by 
the  broad  interpretations  of  the  Board  and  Council,  for  all  the 
general  and  miscellaneous  needs  of  farmers  for  short-term  credit 
falling  within  the  six  months'  limit.  Special  regulations  cover- 
ing such  common  and  universal  needs  as  fertilizers  and  tractors 
have  been  set  forth.  As  early  as  1915,  the  Board  ruled  that  "a 
farmer's  six  months'  note  for  commercial  fertilizers,  discounted 
and  endorsed  by  a  member  bank,  is  agricultural  paper  eligible 
for  rediscount  with  the  Federal  Reserve  Bank."11  This  ruling 
is  of  far-reaching  importance.  Sellers  of  fertilizers  will  accept 
farmers'  notes  more  readily,  and  give  the  farmers  better  terms, 
when  they  know  that  the  notes  can  be  turned  into  cash  any 
day  at  their  banks.  The  bank  is  equally  liberal  in  discounting 
farmers'  notes  for  this  purpose,  because  it  knows  that,  when 
necessary,  the  notes  may  be  rediscounted  at  the  Federal  Re- 
serve Bank  for  Federal  Reserve  notes.  The  same  valuable  attri- 
butes are  attached  to  the  ruling  in  favor  of  tractors,  which  is, 
that  "where  tractors  are  used  to  supplement  the  work  of  horses 
or  mules,  or  are  used  altogether,  instead  of  these  animals,  it  is 
held  that  notes  given  by  farmers  for  the  purchase  price  of 
tractors,  and  maturing  within  six  months,  should  lie  admitted  to 
discount  as  agricultural  paper."12  Upon  the  basis  of  this  rul- 
ing, the  Act  may,  no  doubt,  be  similarly  interpreted  for  the 
purchase  of  other  necessary  productive  equipment,  as  a  twine- 
binder,  Lime-spreader,  mowing  machine,  truck,  or  the  like. 

To  cover  the  more  general  needs  for  short-term  credit,  to 
hire  labor  and  till  the  soil,  the  Federal  Reserve  Board  has  held 
that  "fanners'  notes,  the  proceeds  of  which  are  used  for  1illiiiLr 
farms  or  for  draining  land  already   in  use  as  farm  land,  should 

11  Federal   Reserve  Bulletin,  June,   1915,  p.  7~>.     Informal   Ruling  of  the 
Board. 
12 Ibid.,  April,  1918,  p.  309.     Informal  Ruling  of  the  Board. 
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be  classified  as  agricultural  j>iii>t'r,  aiul  arc  eligible  Eor  redis- 
count." 1;  In  the  opinion  of  the  Council,  "a  note  given  for  the 
purchase  price  of  a  commodity  can  be  classed  as  agricultural 
paper,  eligible  for  rediscount,  when  having  a  maturity  in  ex- 
cess of  ninety  days,  if  the  maker  is  to  use  the  commodity  for 
agricultural  purposes,  regardless  of  whether  the  note  is  dis- 
count ed  by  the  maker  or  by  the  endorser."  The  scope  of  these 
general  provisions  for  agricultural  paper  was  more  definitely 
and  concisely  set  forth  in  a  ruling  by  the  Federal  Reserve  Board, 
as  follows : 

"Where  a  farmer  makes  his  note  payable  to  the  seller  of  a 
commodity,  and  actually  uses  the  commodity  for  agricultural 
purposes,  such  a  note  may  be  treated  as  agricultural  paper, 
whether  discounted  with  the  member  bank  by  the  farmer,  as  the 
maker,  or  by  the  seller,  as  the  endorser.14 

"Where  the  farmer  makes  his  note  payable  to  the  member 
bank  and  uses  the  proceeds  for  an  agricultural  purpose,  such  a 
note  may  likewise  be  discounted  by  a  Federal  Reserve  Bank  as 
agricultural  paper.  If,  however,  in  either  of  the  foregoing 
cases  the  farmer  does  not  use  or  intend  to  use  the  commodity 
purchased  for  an  agricultural  purpose,  although  it  is  capable  of 
being  so  used,  the  note  in  question  should  be  treated  as  commer- 
cial paper,  and  not  as  agricultural  paper."15 

However,  there  is  some  difficulty  at  times  in  distinguishing 
between  some  agricultural  paper  and  commercial  paper.  In 
order  to  cover  these  cases,  as  definitely  as  practicable,  the  Fed- 
eral Reserve  Board  held  that  "the  nature  of  the  bill,  the  name 
of  the  acceptor,  and  the  name  of  the  drawer  would  probably 
indicate  that  a  farmer  was  the  purchaser,  and  a  dealer,  the 
seller  of  the  goods.  However,  the  purchasing  member  bank 
will  have  to  satisfy  itself  in  some  satisfactory  way  that  the  bill 
is  substantially  of  an  agricultural  character.  A  simple  memo- 
randum attached  to  the  bill,  stating  that  the  bill  was  drawn  in 
payment  of  agricultural  implements,  signed  either  by  the  ac- 
ceptor, or  by  the  drawer,  would  probably  be  considered  sufficient 

13 Federal  Reserve  Bulletin,  August.  1018,  p.  783.  Informal  Ruling  of 
the  Board. 

i^Ibid.,  April,  1918,  p.  312.  Opinion  of  the  Council. 

is  Ibid.,  April,  1918,  p.  310.  Informal  Ruling  of  the  Board. 
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evidence  Ijy  the  member  bank  and  the  Federal  Reserve  Bank."  ia 

At  an  earlier  date,  the  Council  had  delivered  its  opinion  to 
the  effect  that,  "the  purchase  or  sale  of  an  agricultural  product, 
or  of  implements  or  other  commodities  used  in  agriculture,  con- 
stitute a  commercial  transaction.  Where  the  proceeds  of  a  note 
made  by  a  merchant  are  used  to  purchase  millet  seed  to  be  later 
retailed  or  sold,  such  a  note  cannot  be  treated  as  one  given  for 
agricultural  purposes  and  cannot  be  discounted  by  a  Federal 
Reserve  Bank,  if  it  has  a  maturity  at  time  of  discount  of  more 
than  ninety  days."17  Previous  to  this,  moreover,  the  Federal 
Reserve  Board  had  ruled  that  "a  note  made  by  a  dealer  in 
agricultural  implements  is  not  agricultural  paper. ' ' 1S 

Another  step  taken  by  the  Federal  Reserve  Board  with  refer- 
ence to  chattel  mortgages  cannot  be  properly  valued  from  the 
standpoint  of  the  use  and  circulation  of  agricultural  paper.  As 
in  the  case  of  cattle  paper,  already  cited,  the  elimination  of  the 
chattel  mortgage  requirement  for  loans  based  on  agricultural 
operations  relieves  both  the  lender  and  the  borrowers  of  unneces- 
sary red  tape ;  encourages  the  use  of  loans  for  productive  pur- 
poses, and  enables  the  paper  to  flow  more  freely  through  the 
commercial  banking  channels.  With  these  facts  in  mind,  the 
Federal  Reserve  Board  held  that  "the  Act  does  not  require 
the  taking  of  chattel  mortgages  as  security  for  loans  based  on 
agricultural  operations.  The  statement  of  the  member  bank  to 
this  effect  must  ordinarily  be  accepted.  The  direct,  primary 
purpose  of  the  loan  should  be  for  the  ordinary  operations  of 
agriculture.  Words  'based  on'  are  not  considered  synonymous 
with  'secured  by.'  Agricultural  paper  need  not  be  directly 
secured  by  agricultural  products,  but  should  lie  genuinely  based 
upon  transactions  entered  upon  for  agricultural  operations. 
General  banking  prudence  and  knowledge  should  be  applied."10 

In  1916,  a  member  of  the  Federal  Reserve  Board,  in  a  pub- 
lished letter,  stated  that  the  short-term  provisions  for  farm 
credits  should  aid  the  farmer  in  two  primary  ways.     First,  it 

16  Federal  Reserve  Build  in,  February,  1916,  p.  88,  Informal  Ruling  of 
the  Board. 

it  [bid.,  October,   1916,  p.  526.     Opinion  of  the  Council. 

ia  [bid.,  August,  1915,  p.  21'2.     [nformal  Ruling  of  the  Board. 

19  lliid.,  .June,  1015,  p.  72.     Informal    Ruling  of  the  Board. 
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should  provide  crop  financing  credil  where  six  months'  time  is 
sufficient.  Second,  it  .should  stabilize  rates  so  thai  all  staple 
crops  would  not  be  thrown  at  the  same  time  on  a  market  with 
falling  prices,  created  by  the  large  .seasonal  supply.  Where  this 
is  done,  the  middleman  reaps  the  profits  due  the  farmer,  because 
of  his  strategic  position  created  by  his  past  access  to  superior 
credit  facilities.  In  other  words,  it  should  provide  a  means 
whereby  farmers  could  secure  banking  accommodations  on  equal 
terms  with  others.20 

The  policy  of  the  Federal  Reserve  Board  has  been  very  liberal 
in  determining  the  kinds  of  eligible  paper.  In  all  cases,  it  has 
apparently  been  their  desire  to  carry  out  the  purposes  of  the 
Act.  which  provide  increased  facilities  for  short-term  agricul- 
tural credit.  No  better  illustration  of  the  attitude  of  the  Fed- 
eral Reserve  Board  can  be  shown  than  by  some  of  their  informal 
rulings  on  the  problems  presented  them.  They  have  repeatedly 
emphasized  the  fact  that  the  Act  does  not  require  taking  chattel 
mortgages  as  security.  They  believe  that  the  spirit  of  the  Act, 
which  they  have  tried  to  encourage,  is  in  direct  opposition  to 
this  practice.  They  have  found  it  necessary  to  rule  out  the  paper 
of  agricultural  implement  dealers  as  wrell  as  dealers  in  cattle 
and  mules ;  nevertheless,  the  Federal  Reserve  Board  has  directly 
aided  the  farmer  by  ruling  that  farmers'  implement  paper 
generally  is  eligible  for  rediscount ;  their  theory  being  that,  since 
agricultural  machinery  and  tools  wear  out  rapidly,  they  cannot 
be  strictly  classified  as  permanent  improvements.  The  purchase 
of  tractors  wras  specifically  included  among  the  purposes  for 
which  paper  was  eligible.  In  the  same  way,  notes,  where  the 
proceeds  were  used  for  improving  drainage  on  farms,  and  where 
commercial  fertilizer  was  bought,  were  included  as  eligible 
paper. 

These  few  examples  are  given  only  to  show  that  the  Federal 
Reserve  Board  appreciates  the  fact  that  it  is  imperative  that 
this  system  aid  in  broadening  the  facilities  for  short-term  agri- 
cultural credit.  Certainly,  there  has  been  ample  opportunity  for 
a  Board,  disposed  to  be  unfavorable  to  agricultural  credit,  to 
rule  against  a  broad  functioning  of  this  Act  on  many  of  these 
20  Federal  Reserve  Bulletin,  September,  1916,  p.  444. 
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problems  where  the  present  Board  has  ruled  in  favor  of  the 
farmer.  However,  the  problem  of  deciding  upon  legitimate 
agricultural  paper  is  not  a  simple  task.  The  Federal  Reserve 
Banks  are  forbidden  to  use  their  funds  to  support  speculation  or 
for  the  withholding  of  goods  from  the  market.  In  this,  the 
farmer  cannot  be  made  an  exception.  The  taking  of  a  class 
position  here  would  disgrace  and  disqualify  the  Federal  Reserve 
System,  because  the  Federal  Reserve  System  is  the  nation's 
commercial  banking  system,  and  no  other  body  of  men  can  have 
as  much  influence  upon  the  value  of  the  dollar  as  the  Federal 
Reserve  Board.  Special  privileges  to  those  classes  who  hold 
the  nation's  food  products  would  immediately  affect  the  living 
conditions  of  every  other  class,  because  the  problem  confronting 
the  Federal  Reserve  Board  is  to  serve  the  public  as  a  whole. 
Such  problems  as  the  one  of  "financing  the  marketing  of  farm 
products"  are,  therefore,  filled  with  difficulties.  Is  the  holding 
of  farm  products  in  storage  on  the  farm  or  in  farmers'  ware- 
houses and  elevators  for  a  few  months,  speculation  ?  Is  credit 
granted  for  this  purpose  under  the  Federal  Reserve  Law  legiti- 
mate? Can  these  questions  be  answered  accurately?  The  Fed- 
eral Reserve  Board's  answers  are,  that  it  has  endeavored,  and 
will  endeavor,  to  grant  such  funds  as  are  required  for  the 
orderly  marketing  of  crops. 

"The  Board  has  consistently  advocated,  during  the  past  five  years, 
the  policy  of  orderly  marketing  of  crops.  Assuming  that  adequate 
warehousing  facilities  are  available,  it  seems  to  be  in  the  interest  of 
the  consumer,  as  well  as  of  the  producer,  that  staple  commodities  re- 
main as  far  as  possible  in  the  hands  of  producers,  until  sold  for  con- 
sumption. This  policy  gives  the  producer  the  benefit  of  an  average 
price  in  that  he  is  not  required  to  'dump'  his  products  upon  the  market 
in  excessive  volume,  thereby  decreasing  the  price  to  the  advantage  of 
favored  consumers  or  of  speculators  who  do  not,  as  a  rule,  pass  the 
advantage  on  to  the  consumer.  Owing  to  the  greal  number  of  pro- 
ducers, there  will  always  be  competition  between  them  to  sell;  which 
would  not  be  the  case  if  larger  syndicates  were  able  to  acquire  control 
of  the  bulk  of  the  crop."21 

In  a  letter  addressed  by  Governor  Harding  to  a  counsel  of  the 
National  Canners'  Association,  he  said: 

-i  Federal   Reserve  JJullct  in,   December,    L010,  p.    L109. 
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'•ll  is  evident  that  there  are  certain  seasons  of  the  year  when  loans 
of  a  particular  kind  must  he  made  in  large  volume,  and  are  entitled 
in  more  consideration  than  would  be  the  case  at  other  seasons,  this 
being  dependent  upon  the  character  of  the  industry.  There  is  a  wide 
difference  between  the  granting  of  credit  by  banks  for  crop  moving  pur- 
poses at  a  time  when  crops  are  moving,  or  for  canning  or  cold  storage 
purposes  at  those  seasons  of  the  year  when  goods  naturally  pass  into 
the  hands  of  the  eanners,  and  the  making  of  loans  on  agricultural  prod- 
ucts at  periods  when  they  should  be  marketed,  and  not  hoarded,  or  in 
lending  on  canning  or  cold  storage  products  when  they  ought  to  be  sold 
to  jobbers  and  retailers,  instead  of  being  held  indefinitely  for  higher 
prices."  22 

These  statements  indicate  the  difficult  questions  confronting 
the  Federal  Reserve  Hoard  in  the  matter  of  financing  the  market- 
ing of  farm  products.  What  are  "essential  credits''  and  "legi- 
timate credit*'  under  the  Act?  Should  the  farmer  be  refused 
credit  to  hold  his  products  in  storage  until  he  considers  it 
orderly  and  proper  to  market  them,  and  the  middleman  be 
granted  credit  to  finance  the  holding  of  such  products  in  ter- 
minal storage?  Should  the  farmer  be  compelled  to  market  his 
products  when  some  one  else  considers  it  proper,  when  the 
products  he  buys  are  not  so  marketed?  Are  the  manufacturers 
of  farm  implements,  clothes,  and  the  like,  compelled  to  market 
their  goods  when  some  one  else  considers  it  orderly?  Do  the 
wholesaler  and  the  retailer  sell  their  goods  at  the  market  price, 
when  it  is  orderly  to  do  so ;  or  do  they  retain  them  until  they 
get  a  fair  price  ?  Are  all  of  these  dealers  in  necessities  financed 
aliHe? 

These  are  some  of  the  questions  that  confront  the  Federal 
Reserve  Board,  and  they  are  questions  that  should  confront  this 
Board.  The  defining  of  "essentiality"  is  left  to  the  member 
banks,  and  no  satisfactory  definition  has  been  formulated.  The 
quality  of  prompt  repayment  is  the  chief  characteristic  which 
has  been  stressed.  This  reduces  essential  credits  to  that  of 
"liquidity,"  which  is  not  a  definition  in  any  sense,  and  could, 
under  a  regime  of  falling  prices  such  as  We  had  in  1920,  bar 
credit  for  the  production  and  marketing  of  all  of  the  necessities 

22  This  letter  was  published  in  the  Commercial  »(•  Financial  Chmnicl<\ 
July  10,  1020,  pp.  137-138. 
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of  life-  fond,  clothing,  and  shelter.  The  Director  of  the  Di- 
vision of  Analysis  and  Research  of  the  Federal  Reserve  Board 
commented  upon  one  phase  of  this  loose  definition,  as  follows : 

"If,  for  example,  it  should  appear  that  a  borrower  had  fallen  into 
a  way  of  business  which  required  the  extension  of  a  longer  and  longer 
credit  to  customers,  or  that  he  was  drawing  upon  securities  of  which 
he  might  stand  possessed  in  order  to  protect,  or  collateral  paper  which 
he  was  keeping  practically  permanently  in  bank,  or  for  which  he  was 
asking  repeated  renewals,  the  situation  would  be  such  as  to  raise  a 
strong  presumption  against  the  essentiality  of  his  borrowing."23 

But  the  Board  has  refused  to  define  "essentiality"  in  any 
definite  way.  Governor  Harding  dismissed  the  matter  as 
follows : 

"It  is  not  sufficiently  close  to  the  actual  day-to-day  requirements 
of  business  to  lay  down  rules  as  to  what  loans  are  for  essential  pur- 
poses and  what  loans  are  not.  The  Federal  Reserve  Banks,  in  their 
dealings  with  member  banks,  are  better  situated  in  this  respect;  but 
ultimately  the  main  responsibility  of  such  decisions  must  rest  with 
the  commercial  banks  themselves,  which,  in  their  dealings  with  cus- 
tomers, are  in  a  position  to  ascertain  the  purpose  of  each  loan  and  to 
decide  whether  this  purpose  is  essential  or  not."  '2i 

Whether  the  Federal  Reserve  Board  is  doing  its  duty  in  its 
negligence  to  define  such  an  important  term  is  difficult  to  say. 
But,  without  such  definition,  the  member  bank  can  do  nothing 
more  than  use  its  own  judgment,  and  it  is  then  at  the  mercy  of 
the  Federal  Reserve  Bank  in  the  matter  of  rediscount ing. 

Notes  of  Cooperative  Corporations  are  Eligible  for  Rediscount 
as  Six-month  Agricultural  Paper 
The  Federal  Reserve  Board  was  recently  requested  to  rule 
upon  the  eligibility  of  bankers'  acceptances  drawn  by  co- 
operative marketing  associations  against  warehouse  receipts 
covering  nonperishable  agricultural  commodities.  The  facts  as 
understood  by  the  Board  were  as  follows: 

-•"•  EL  Pabkeb  Willis,  "Discrimination  in  Inflation,"  Commercial  d-  Finan- 
cial Chronicle,  Sept,  11,  1A20,  pp.  1040-41. 
24  Federal  Reserve  Bulletin,  August,  1920,  pp.  774-775. 
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"The  associations  are  corporations  organized  withoui  capital,  and 
their  members  consist  exclusively  of  producers  of  the  particular  crop 
which  thai  association  is  organized  to  market.  Each  producer,  as  a 
condition  of  membership  in  the  association,  signs  a  standard  form  of 
agreement  under  the  terms  of  which  he  agrees  to  sell  and  deliver  his 
crop  to  the  association.  The  agreement  provides  in  substance  that 
title  to  the  commodity  so  delivered  shall  pass  to  the  association  at  the 
time  of  delivery,  that  the  transaction  between  the  producer  and  the 
association  is  a  sale,  and  the  association  shall  have  absolute  control 
over  the  commodities  delivered  with  the  unqualified  right  to  resell  or 
hypothecate.  The  price  at  which  the  commodity  is  sold  by  the  pro- 
ducer to  the  association  is  not  fixed  at  the  time  of  that  sale,  but  the 
agreement  provides  that  all  the  commodities  delivered  to  the  associa- 
tion shall  be  pooled  according  to  the  grades  and  resold,  and  the  associa- 
tion agrees  to  pay  to  each  producer  the  average  price  realized  by  the 
association  upon  the  resale  of  the  commodity  in  the  pool  to  which 
the  producer  has  contributed,  less  a  proportionate  part  of  the  associa- 
tion's expenses.  The  commodities  are  to  be  stored  in  warehouses  inde- 
pendent of  the  association  and  negotiable  warehouse  receipts  issued 
therefor."  25 

The  Board  was  asked  to  rule  whether  the  drafts  drawn  by 
such  associations  against  these  warehouse  receipts  will  be  eligi- 
ble for  acceptance  by  member  banks  and  whether  after  accept- 
ance the  drafts  will  be  eligible  for  rediscount  by  Federal  Re- 
serve Banks. 

The  Board  referred  to  Section  13  of  the  Federal  Reserve  Act, 
and,  also,  stated  its  opinion  "that  a  draft  drawn  by  an  asso- 
ciation operating  under  the  plan  described  is  eligible  for  ac- 
ceptance by  member  banks  when  secured  at  the  time  of  accept- 
ance by  a  warehouse  receipt  of  the  kind  referred  to  in  the  above 
statement  of  facts,  and  that  after  acceptance  such  a  draft  will 
be  eligible  for  rediscount  by  Federal  Reserve  Banks,  provided  it 
complies  in  all  respects  with  the  regulations  of  the  Federal  Re- 
serve Board." 

The  law  requires  that  a  warehouse  receipt  in  order  to  be 
the  basis  of  an  eligible  banker's  acceptance,  shall  be  a  docu- 
ment "conveying  or  securing  title  covering  readily  marketable 

25  Federal  Reserve  Bulletin,  Aug.,   1921,  p.  963. 
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staples."  The  above  statement  of. facts,  therefore,  complies  with 
the  requirements  of  the  law. 

At  a  later  date  the  Board  was  asked  to  consider  a  similar 
case  for  tobacco  growers'  cooperative  associations.  The  Board 
referred  to  its  previous  ruling  upon  drafts  drawn  upon  and 
accepted  by  cooperative  marketing  associations,  and  stated  ' '  that 
in  its  opinion  drafts,  with  maturities  not  in  excess  of  six 
months,  drawn  by  the  growers,  accepted  by  the  tobacco  growers' 
cooperative  marketing  association,  and  discounted  by  the  grow- 
ers with  their  indorsements,  in  accordance  with  the  statement 
of  facts  herein  contained,  would  lie  technically  eligible  for  re- 
discount at  Federal  Reserve  Banks  as  agricultural  paper  when 
offered  by  member  banks,  provided  that  the  growers  use  the 
proceeds  of  the  drafts  for  agricultural  purposes,  and  provided, 
also,  that  the  drafts  comply  in  other  respects  with  the  require- 
ments of  the  law  and  the  Board 's  regulations. ' ' 2G 

If  these  drafts  had  been  drawn  upon  and  accepted  by  a  to- 
bacco dealer  in  an  absolute  sale  the  paper  would  have  been 
classified  as  commercial  rather  than  agricultural  paper.  But 
while  the  form  of  the  contract  between  the  grower  and  his  co- 
operative association  is  a  sale  in  substance,  it  is  really  only  a 
consignment.  The  grower  rather  than  the  association  takes  all 
the  risk  incident  to  resale,  since  the  association  does  not  agree 
to  pay  any  fixed  price,  but  only  such  price  as  is  equivalent  to 
the  average  price  realized  by  the  association  by  the  sale  of 
all  the  tobacco  in  that  particular  pool.  Consequently  it  was 
held  that  the  acceptance  of  each  draft  by  the  association  is 
merely  a  loan  of  the  association's  credit  to  the  grower,  and  the 
first  negotiation  of  the  draft  takes  place  when  the  grower  dis- 
counts it  at  his  local  bank. 

In  a  later  ruling  the  Board  held  that  the  notes  of  packing 
and  marketing  associations  are  commercial  and  not  agricultural 
paper.  The  basis  of  Ibis  latter  ruling  as  of  the  former  eases  was 
determined  by  the  use  to  be  made  of  the  credit.  In  the  latter 
ease  the  Board  understood  that  the  corporations  or  associations 
in  question  desired  to  use  the  proceeds  of  their  uotes  for  current 
purposes  in  connection  with  their  packing  and  marketing  bnsi- 

2«  Federal  Reserve  Bulletin,  <>,-t.,  1921,  p.  I  \w. 
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aess,  such  as  the  payment  of  wages  and  the  purchase  of  sup- 
plies. Clearly  this  is  for  merchandising  and  not  for  agricultural 
purposes.  If  these  organizations  had  contemplated  other  uses  of 
the  funds  secured  upon  their  notes,  such  as  the  making  of  ad- 
vances to  customers,  the  eligibility  of  the  notes  would  have  in- 
volved other  considerations. 

Reviewing  the  conditions  governing  farmers'  short-term  credit 
through  member  banks  of  the  Federal  Reserve  System,  it  is 
obvious  that  under  the  terms  of  the  law  and  the  rulings  of  the 
Federal  Reserve  Board,  member  banks,  either  state  or  national, 
are  authorized  to  handle  the  farmers'  short-term  paper  along 
with  their  regular  commercial  banking  practices.  Member 
banks  which  are  located  in  agricultural  communities  may  find 
the  farmers'  short-term  notes  a  considerable  part  of  their  bank- 
ing business.  These  notes  may  be  rediscounted  witli  the  Fed- 
eral Reserve  Bank;  this  makes  the  farmers'  notes,  bills  of  ex- 
change, drafts  and  trade  acceptances  just  as  desirable  paper  as 
the  merchants',  in  the  channels  of  commercial  banks.  This  is 
as  it  ought  to  be,  because  the  farmers'  short-term  paper  is  as 
safe  as  the  merchants',  and,  for  the  greater  part,  is  not  re- 
quired to  be  rediscounted  for  any  longer  time. 

However,  both  the  banker  and  the  farmer  have  much  to 
learn  in  fostering  the  use  of  agricultural  short-term  paper. 
Bankers  must  realize  that  a  prosperous  agricultural  community 
means  prosperous  business,  much  buying  and  selling,  which  are 
the  prerequisites  for  prosperous  banking.  In  order  that  the 
banker  may  accommodate  the  farmer  with  the  short-term  credit 
that  he  needs,  the  farmer  must  comply  with  certain  business 
requirements ;  he  must  be  prompt  in  paying  his  debts  and  keep 
his  credit  good.  "When  a  farmer  wants  to  borrow  from  his 
bank,  he  must  furnish  the  bank  a  credit  rating  or  property 
statement  of  his  business.  This  is  especially  necessary,  since  it 
is  a  regulation  of  the  Federal  Reserve  Bank  to  rediscount  notes 
for  member  banks,  only  when  accompanied  by  a  financial  state- 
ment from  the  borrower.  Financial  statements  for  farmers  and 
stockmen  by  the  Federal  Reserve  Bank  of  Dallas  are  reprinted 
in  the  Appendix.27 

These    liberal    provisions    for    the    Federal    Reserve    member 

-  •  See  Appendix  ( I. 
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banks  to  handle  farmers'  short-term  paper,  will  solve  the  agri- 
cultural short-term  credit  needs  in  most  parts  of  the  country,  if 
their  use  is  properly  stimulated. 

The  rulings  of  the  Board  provide  for  rediscounting  the  farm- 
ers' paper  for  feeder  cattle,  stockers,  dairy  cows  and  horses, 
farm  implements  and  machinery,  fertilizers,  and,  in  fact,  for  any 
agricultural  purpose.  Millions  and  millions  of  dollars  in  farm- 
ers' short-term  notes  are  now  floating  in  the  channels  of  the 
commercial  banks.  C.  W.  Thompson  found  by  a  survey 28  made 
through  the  United  States  Bureau  of  Markets  that  on  July  1, 
1918,  approximately  two  and  one-half  billion  dollars  were  out- 
standing in  short-term  bank  loans  to  farmers;  this  represented 
fully  one-tenth  of  the  banks'  loans  and  discounts  at  that  time. 
In  the  Middle  West,  the  amount  of  agricultural  paper  was 
found  to  be  especially  large.  Such  loans  constituted  more  than 
sixty  per  cent  of  the  total  loans  and  discounts  of  the  banks  of 
North  Dakota,  South  Dakota,  and  Kansas,  fifty  per  cent  in 
Nebraska,  forty-seven  per  cent  in  Idaho,  forty-one  per  cent  in 
Oklahoma,  forty  per  cent  in  Iowa,  thirty-two  per  cent  in  Minne- 
sota, thirty-nine  per  cent  in  Montana,  thirty-six  per  cent  in 
Wyoming,  and  thirty-two  per  cent  in  Colorado.  The  liberal 
admission  of  short-term  agricultural  paper  to  these  banks  is, 
undoubtedly,  the  greatest  reform  in  agricultural  finance  that 
has  ever  taken  place  in  the  United  States. 

Elasticity  Prime  Requisite  for  Agricultural  Credit 

The  fundamental  principles  of  the  Federal  Reserve  Act,  with 
reference  to  short-term  credit  for  agriculture,  together  with 
the  rulings  of  the  Federal  Reserve  Board  and  the  opinions  of 
the  Council,  have  been  presented.  These  facts,  however,  are  of 
elementary  importance,  and  only  show  a  small  portion  of  the 
benefits,  which,  in  the  large,  agriculture  will  derive  from  the 
Federal  Reserve  System.  The  greal  advantage  of  the  Federal 
Reserve  System,  for  agriculture,  as  well  as  for  commerce  and  in- 
dustry, is  in  the  provisions  for  elasticity  under  the  Act.  The 
main  corner  stones  of  ibis  elasticity  principle  are  in  the  clauses 
relative  in  the  discounting  and  rediscounting  of  paper,  deposits, 

28  Banker-Farm*  r,  April,  1919, 
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reserve  requirements,  and  the  expansion  and  contraction  of  the 

volume  of   note   issue. 

Under  the  National  Bank  Act  and  System  there  was  no  or- 
ganized rediscounting  of  paper,  nor  could  notes  be  had  upon  the 
security  of  commercial  or  agricultural  paper.  Deposits  and  sav- 
ings were  immobile  and  inelastic.  The  reserve  requirements  were 
high  and  rigid;  and  the  note  issue  power  was  rigidly  controlled 
on  the  hasis  of  Government  bond  security,  which  really  regulated 
the  volume  of  note  issue  by  the  market  price  of  Government. 
bonds,  rather  than  according  to  the  needs  of  the  country. 

The  Federal  Reserve  Banks,  under  ordinary  conditions,  al- 
ways stand  ready  to  rediscount  eligible  paper  for  member  banks. 
This  enables  a  country  bank  to  serve  its  community  with  credit 
for  productive  purposes,  and  when  necessary,  and  for  all  ordi- 
nary purposes  and  conditions,  unload  the  paper  upon  the  Fed- 
eral Reserve  Bank  for  Federal  Reserve  notes. 

The  elasticity  of  the  deposit  currency  has  received  less  com- 
ment than  the  note  issue,  but  is  of  considerably  more  importance 
from  the  standpoint  of  volume  of  business.29  Under  the  Na- 
tional Bank  Act,  deposit  currency  was  not  sufficiently  mobile, 
because  of  the  high  reserve  requirements  and  the  lack  of  a  cen- 
tral reservoir.  But  under  the  Federal  Reserve  Act  the  mobil- 
ity, as  well  as  the  elasticity  of  deposit  currency,  is  vastly  in- 
creased. The  reserve  requirements  are  limited  to  the  required 
deposited  reserves  in  the  Federal  Reserve  Banks,  who  are  re- 
quired to  keep  against  deposits  a  legal  reserve  of  lawful  money 
equivalent  to  35  per  cent.  This  requirement  is  not  a  rigid  one; 
and.  in  case  of  emergency,  the  law  provides  that  the  Federal 
Reserve  Board  may  suspend  the  reserve  requirements  for  a 
period  of  thirty  clays,  and  renew  from  time  to  time,  for  a  period 
not  exceeding  fifteen  days,  provided  a  graduated  tax  is  estab- 
lished upon  the  amounts  by  which  deposits  are  allowed  to  fall 
below  the  legal  35  per  cent  reserve.30  This  would,  presumably, 
increase  the  rate  of  rediscount,  but  not  limit  the  extent  to  which 
loans  could  be  made  upon  approved  security.    The  last  and  most 

20  Tn  1913,  the  amount  of  business  transacted  with  deposit  currency  was 
approximately  440  billion  dollars,  and  that  with  bank  notes  probably  about 
16  lull  ion. — Irving  Fislier. 

so  Federal  Reserve  Act,  Sec.  1 1 . 
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important  factor  for  .securing  elasticity  of  deposit  currency,  as 
well  as  hank  notes,  is  in  the  provision,  enabling  member  banks 
to  borrow  fluids  of  their  Federal  Reserve  Bank  and  leave  them 
on  deposit  as  legal  reserves. 

The  reserve  requirements  are  the  minimum,  thus  making  all 
the  elasticity  possible  for  the  volume  of  currency.  In  the  re- 
serve system,  banks  can  let  their  reserves  run  low,  because  in 
case  of  need  they  can  turn  to  their  Federal  Reserve  Bank  and 
rediscount  paper,  or  borrow. 

The  bank  note  issue  has  received  more  attention  than  any 
other  factor  in  the  problem  of  elastic  currency.  As  has  been 
pointed  out,  the  old  national  bank  notes  were  a  very  inelastic 
sort  of  bond-secured  currency.  The  Federal  Reserve  notes  are 
different.  They  are  obligations  of  the  United  States  Govern- 
ment and  "are  first  and  paramount  lien  on  all  the  assets"  of 
the  issuing  Federal  Reserve  Banks,  and  have  back  of  them, 
pledged  with  the  Federal  Reserve  Agent,  100  per  cent  high- 
grade  collateral.  Acceptable  collateral  for  reserve  notes  are: 
paper  endorsed  by  member  banks  and  drawn  for  commercial, 
industrial,  or  agricultural  purposes,  or  for  trading  in  the  se- 
curities of  the  United  States  Government:  bills  of  exchange  en- 
dorsed by  member  banks'  acceptances  bought  by  a  Federal  Re- 
serve Bank  in  the  open  market ;  and  gold,  including  gold  cer- 
tificates. Except  under  extraordinary  conditions,  each  Federal 
Reserve  Bank  must  keep  a  gold  reserve  of  40  per  cent  against 
its  outstanding  notes. 

The  Federal  Reserve  note  issue  power  possesses  to  a  high  de- 
gree the  qualities  of  expansibility  and  eontractibility.  If  a  local 
bank  needs  an  increased  supply  of  currency  to  tneel  local  de- 
mands, it  may  rediscount  eligible  paper  with  the  Federal  Re- 
serve Bank,  and  obtain  the  proceeds  in  notes;  which  pass  as 
readily,  for  all  purposes,  as  money.  The  Reserve  Bank,  in  turn, 
may  replenish  its  supply  of  notes  by  discounting  eligible  paper 
with  the  Federal  Reserve  Agent.  This  process  may  go  on  as 
long  as  there  is  eligible  paper  for  discount  and  rediscount,  and 
the  gold  reserve  does  not  fall  below  the  legal  minimum  of  40 
per  cent.  However,  in  ease  of  emergencies,  the  Federal  Reserve 
Board  may  permit  a  suspension  of  the  reserve  requirements, 
provided  a  graduated  tax  is  imposed  upon  the  deficiency — the 
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i  be  added  to  the  rates  of  interesl  and  discount.  This  seems 
to  provide  for  the  maximum  possibility  of  expansion. 

For  an  elastic  currency,  it  is  quite  as  important  that  the 
volume  of  notes  contract  when  the  demands  decline,  as  it 
is  to  expand  when  the  demands  increase.  For  the  purpose  of 
contracting  the  note  issue,  it  is  provided,  that  national  hanks 
cannot  count  Federal  Reserve  notes  in  their  vaults  as  legal  re- 
serves. No  Federal  Reserve  Bank  can  pay  out  the  notes  issued 
by  another  bank  except  under  penalty  of  a  tax  of  ten  per  cent 
of  the  face  value  of  the  notes  so  paid  out ;  on  the  contrary,  each 
Federal  Reserve  Bank  is  required  to  send  in  for  redemption  the 
notes  of  other  hanks,  and  the  Federal  Reserve  Board  is  author- 
ized to  charge  a  rate  of  interest  as  it  may  see  fit  on  Federal 
Reserve  notes  uncovered  by  gold  or  gold  certificati  -  iss  led  to 
Federal  Reserve  Banks. 

The  elasticity  of  the  currency  under  the  Federal  Reserve  Act 
is  a  vast  improvement  over  the  inelastic  currency  of  the  Na- 
tional Banking  System.  It  enables  the  currency  of  the  country 
to  expand  and  contract  with  the  increase  or  decrease  in  demands 
for  productive  purposes.  The  Federal  Reserve  Banks  are  an  en- 
deavor to  decentralize  the  money  and  credit  of  the  country  from 
Wall  Street.  They  provide  central  reservoirs  for  money  and 
credit  in  the  various  districts  of  the  country  according  to  the 
needs,  and  enable  currency  to  flow  freely  from  one  district  to 
another,  where  the  demands  are  most  emergent.  This  should 
relieve  the  currency  stringency  in  agricultural  communities  for 
the  production,  harvesting,  and  marketing  of  crops:  and.  there- 
fore, materially  benefit  not  only  the  agricultural  classes,  hut  the 
consuming  public  at  large. 


CHAPTER  XI 

HOW     THE     FEDERAL     RESERVE     SYSTEM     HAS 
FUNCTIONED    WITH    RESPECT    TO    SHORT- 
TERM   AGRICULTURAL    CREDIT 

The  prerequisites  for  the  functioning  of  the  Federal  Reserve 
Banks  and  member  hanks  in  respect  to  short-term  agricultural 
credit  were  the  interpretation  of  the  legal  provisions  for  such 
credit  and  the  education  of  the  bankers  and  farmers  to  use  the 
machinery  provided.  The  interpretation  of  the  legal  provisions 
has  been  set  forth.  How  the  bankers  and  farmers  have  used 
the  machinery  cannot  be  definitely  and  completely  determined, 
due  to  the  total  lack  of  statistic;! I  data  on  the  part  of  either  the 
member  banks,  the  Federal  Reserve  Banks,  or  the  Federal  Re- 
serve Board.  Governor  Harding,  of  the  Federal  Reserve  Board, 
frankly  stated  the  situation  in  a  letter  to  the  writer,  as  follows: 

"I  acknowledge  receipt  of  your  letter  of  the  Kith  instant,  and  would 
state  that  the  Board's  Statistical  Division  has  no  record,  nor  data  upon 
which  to  base  an  approximation  of  the  amount  of  short-term  credit 
extended  to  farmers  by  the  banks  of  the  country.  I  regret  that  1  can- 
not offer  any  suggestion  as  to  sources  from  which  such  information 
might  be  readily  obtained."1 

The  Federal  Reserve  Banks  are  able  to  keep  accurate  data 
only  of  the  agricultural  and  live  stock  paper  rediscounted,  and 
the  method  of  classification  is  such  thai  much  agricultural  paper 
is  classified  under  the  name  of  "commodity  paper"  and  the 
like;  and  also,  due  to  the  character  of  agricultural  paper,  mem- 
ber banks  discount  it  as  a  last  resort.  They  discount  commer- 
cial paper  and  use  the  proceeds  for  further  loans  to  farmers. 

Paper  to  be  rediscounted  by  a  Federal  Reserve  Bank  must  be 
classified  according  to  purpose,  as:  Agricultural,  industrial,  or 
commercial.      In  the  case  of  paper  where  no  purpose  is  stated, 

i  March  is,  1921. 

1  I., 
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or  stated  only  in  general  terms,  as  "in  accordance  with  Sec- 
tion 13,"  the  occupation  of  the  borrower  is  to  be  used  as  a 
guide  in  classification.  Thus,  a  note  for  commercial  fertilizer, 
unless  given  by  a  farmer  and  to  be  used  by  him,  is  commercial 
paper;  or  a  note  secured  by  20  bales  of  cotton  would  be  re- 
ported as  "commercial  and  industrial  paper — secured,"  unless 
the  purpose  is  clearly  stated  to  be  agricultural ;  nor  does  it  make 
any  difference  in  classification  if  the  payee  of  the  note  is  a 
farmer. 

In  case  a  farmer  gives  his  note  secured  by  25  steers,  with 
or  without,  documents  attached,  the  note  would  be  reported  as 
commercial  paper,  unless  there  is  information  that  the  proceeds 
of  the  loan  are  for  the  production  of  live  stock  or  other  agricul- 
tural purposes.  All  six  months'  paper  must  be  eligible  for  classi- 
fication as  agricultural  or  live  stock  paper. 

The  member  banks  have  very  rough  methods  of  classification. 
Most  of  them  have  little  information  as  to  the  purposes  for 
which  most  farmers'  loans  are  used.  They  know  in  a  general 
way  what  the  farmer  is  worth  and  his  credit  ability,  and  upon 
this  information  loans  are  either  made  or  refused.  This  leaves 
no  accurate  information  for  the  classification  of  the  farmer's 
paper.  The  Federal  Reserve  Bank  requires  a  credit  statement 
from  the  farmer  as  a  requisite  for  rediscount  eligibility  for 
paper  maturing  after  90  days.  But  this  necessitates  the  local 
bank's  requiring  the  statement  only  when  the  paper  is  for  a 
period  of  more  than  90  days,  and  not  then  unless  the  bank 
wishes  to  rediscount  the  paper. 

The  best  that  is  humanly  possible  in  studying  the  situation 
can  only  be  indicative.  The  factors  that  indicate  how  the  sys- 
tem and  the  short-term  credit  provisions  for  agriculture  have 
functioned  are  the  rediscounts,  the  improved  transfer  of  funds 
between  different  sections  of  the  country,  and  the  equalization 
of  interest  and  discount  rates. 

Rediscounts  of  Agricultural  and  Live  Stock  Paper 

The  practice  of  rediscounting  paper  is  not  original  with  the 
Federal  Reserve  System,  nor  with  the  national  banking  system ; 
but  we  cannot  go  back  further  than  the  national  banking  system 
in  this  study.     Under  the  national  banking  system,  there  was 
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a  great  ileal  of  inter-bank  borrowing  and  indirect  loaning.  This 
assumed  many  forms,  which  may  be  .summarized  as  "notes  and 
bills  rediscounted, "  "bills  payable,"  "overdrafts,"  "balances 
with  correspondents,"  and  the  "issue  of  certificates  of  deposit 
in  favor  of  lending  banks."  But  the  Federal  Reserve  Act  aimed 
to  legalize  and  standardize  inter-bank  borrowing  through  twelve 
Federal  Reserve  Banks  holding  the  combined  reserves  of  their 
respective  member  banks.  Each  reserve  bank  was  authorized 
to  rediscount  definite  classes  of  paper  for  its  member  banks, 
and  any  Federal  Reserve  Bank  may  be  required  by  the  Board 
to  rediscount  paper  for  any  other  Federal  Reserve  Bank  when 
funds  are  needed  more  in  one  section  of  the  country  than  in  an- 
other. The  service  of  the  facilities  for  rediscounting  agricul- 
tural paper  may  be  in  a  vague  way  indicated  by  the  redis- 
counts of  direct  agricultural  and  live  stock  paper  maturing  after 
90  days.  However,  it  must  be  borne  in  mind  that  only  a  small 
per  cent  of  such  paper  is  rediscounted  and  the  proceeds  used 
for  loaning  to  farmers.  Also,  the  farmers'  paper  maturing 
within  90  days  is  much  greater  than  that  maturing  after  90 
days,  and  of  the  amount  of  this  class  of  paper,  neither  the  Fed- 
eral Reserve  Banks  nor  the  member  banks  have  any  accurate 
record.  Data  might  be  collected  which  would  indicate  the 
probable  amount  of  such  paper  at  any  given  time,  but  such  data 
would  contain  no  information  for  any  other  time,  either  before 
or  after. 

Seasonal  and  Annual  Variations  in  Agricultural  and  Live 
Stock  Paper  Rediscounted  as  Affected  by  Economic  Con- 
ditions 

The  rediscounting  of  paper  is  influenced  by  economic  condi- 
tions like  other  banking  practices.  When  prices  arc  rising,  paper 
secured  by  staple  products  can  be  quickly  converted  into  cash 
and  it  is  good  banking  paper.  But  when  prices  are  falling 
and  deposits  are  decreasing  caution  must  be  taken  and  con- 
servativeness  practiced.  The  story  is  reversed.  In  the  same 
way  the  economic  conditions  of  communities,  individuals  and 
businesses  affect  the  character  and  supply  of  paper  offered  for 
rediscount.  This  is  illustrated  in  a  broad  way  by  the  period 
of  rising  prices  from  1914  to  1920,  and  then  the  decline.     Each 
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community  and  each  Federal  Reserve  districl  as  well  as  the 
country  as  a  whole  lias  annually  its  seasonal  variations.  These 
yearly  variations  during  a  period  of  increasing  prices  and  pros- 
perity were  well  illustrated  by  the  rediscounts  of  agricultural 
and  live  stock  paper  maturing  after  90  days. 

When  the  Federal  Reserve  Hanks  opened  their  doors  in 
November,  1914,  little  of  this  class  of  paper  was  offered  for 
rediscount  except  at  the  Chicago  and  Dallas  banks.  In  the 
districts  of  these  two  banks  large  sums  of  farmers'  notes  for 
the  purchase  of  feeder  live  stock  and  feeds  accumulate.  Be- 
fore the  Federal  Reserve  System,  the  country  banks  would  call 
in  their  reserves  with  correspondents  and  usually  borrowed  large 
sums  in  addition. 

The  first  year  of  the  Federal  Reserve  Banks'  operations  was 
a  period  of  adjustments  to  new  practices  on  the  part  of  the 
member  banks.  Also,  the  financial  situation  was  disturbed  by 
the  crisis  brought  about  by  the  international  situation  at  the 
very  beginning  of  the  banking  reorganization.  These  complex 
social  and  economic  conditions  which  were  the  result  of  the 
World  War  account  for  the  economic  depression  in  some  parts 
of  the  country,  notably  in  the  cotton  growing  sections.  Never- 
theless the  Federal  Reserve  System  demonstrated  its  useful- 
ness in  managing  the  "cotton  loan  fund." 

The  Cotton  Loan  Fund 

The  cotton  crop  was  unusually  large  in  1914  and  the  prices 
would  have  been  depressed  under  ordinary  conditions.  How- 
ever, about  65  per  cent  of  the  American  grown  cotton  is  ex- 
ported. The  closing  of  the  cotton  exchanges  both  in  the  United 
States  and  England  was  brought  about  by  the  chaotic  conditions 
following  the  interruption  of  foreign  trade  and  particularly 
the  movement  of  cotton.  Also,  it  was  believed  that  with  most 
of  the  great  cotton-consuming  countries  engaged  in  war  a 
normal  demand  could  not  be  expected. 

"Prices  collapsed,  quotations  were  unobtainable,  and  with  the  mar- 
ket utterly  demoralized,  sales  were  made  sporadically  at  vai-ious  points 
in  the  South  at  5  cents  a  pound,  and  even  lower  prices  were  reported. 
As  the  cotton  planter  is  so  largely  dependent  upon  credit  in  the  raising 
of  his  crop,  it  was  necessary  to  provide  some  means  of  assisting  him 
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to  secure  such  accommodations  as  he  might  require  to  meet  the  obli- 
gations he  would  ordinarily  have  provided  for  by  the  sale  of  his 
products  in   the  open  market. 

"Various  plans  were  brought  to  the  attention  both  of  the  Federal 
Reserve  Board  and  the  Secretary  of  the  Treasury  by  bankers  and 
business  men,  among-  them  the  suggestion  for  the  establishment  of  the 
cotton-loan  fund  somewhat  similar  in  character  and  management  to 
the  gold  exchange  fund.  After  many  conferences  were  held  regard- 
ing the  problem,  the  banks  of  New  York  agreed  to  pledge  a  subscrip- 
tion of  $50,000,000  to  such  a  fund,  provided  that  an  equal  amount  be 
raised  through  the  clearing  houses  in  other  than  cotton-producing 
states.  The  plan  provided  that  to  the  $100,000,000  thus  to  be  raised 
be  added  a  further  sum  of  $35,000,000  to  be  contributed  by  banks  in 
the  cotton-producing  states,  provided  that  the  $100,000,000  should  be 
called  for  in  proportion  as  the  $35,000,000  should  be  subscribed  and 
paid  in.  The  Federal  Reserve  Board  was  asked  to  pass  upon  this 
plan  and  give  its  official  sanction  October  24.  The  Board  became 
convinced  that  it  would  be  impossible  to  raise  the  money  necessary  to 
relieve  the  cotton  situation  under  any  plan  devised  simply  for  the 
general  good,  unless  the  members  of  the  Board  should  give  their  sup- 
port and  sanction  to  the  undertaking,  even  though  not  acting  in  their 
official  capacity.  The  Board  felt  impelled  by  their  sense  of  public  duty 
to  act  as  the  central  committee  of  the  cotton-loan  fund,  being  satisfied 
that  the  necessities  of  the  case  demanded  such  action  and  that  public 
opinion  would  approve  this  step. 

"The  opening  of  the  Federal  Reserve  banks  November  16  released 
a  large  amount  of  reserve  funds,  thereby  enabling  member  banks  to 
make  new  loans  and  grant  extensions  which  otherwise  would  have  been 
impossible."  2 

The  service  of  the  cotton  loan  fund  cannot  be  measured  by 
the  amount  of  money  loaned.  It  helped  to  restore  confidence 
and  thus  relieved  the  Federal  Reserve  Banks  of  a  much  more 
severe  strain  which  would  have  been  forced  upon  them.  Also. 
it  restored  confidence  to  business  activities,  and  relieved  the 
demoralized  situation  among  the  cotton  growers  of  the 
South. 

Business  Improvement  and  Rediscounts  in  1915 

Business    conditions    were    completely    altered     in     1915.       At 

2 Annual  Report  of  the  Federal   Reserve  Board,  lull.  p|>.  II,  15, 
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the  close  of  the  year  the  export  trade  had  reached  a  high  water 
mark.  Manufacturing  was  active  in  almost  all  lines.  The  com- 
modity exchanges  of  the  country  were  open  and  the  demand  for 
practically  all  agricultural  products  was  strong.  Depression 
in  business  life  had  given  way  to  extreme  activity.  The  changes 
in  some  lines  of  business  was  startling.  Wisely  the  Federal  Re- 
serve Board  adopted  the  policy  of  preparedness  and  efficiency. 
The  Board  wished  to  be  in  readiness  to  meet  any  unexpected 
developments  in  the  situation.  Early  in  the  summer  of  1915  the 
Board  appointed  a  committee  to  investigate  the  conditions  and 
needs  of  the  cotton-growing  districts.  "The  committee  enter- 
tained the  view  that  warehouse  receipts  for  cotton,  grain,  and 
other  staple,  non-perishable  agricultural  products  of  a  readily 
marketable  character,  form  an  excellent  basis  for  bank  loans 
and  particularly  as  under  the  terms  of  the  Federal  Reserve  Act 
and  the  regulations  of  the  Board,  notes  thus  secured  are  eligible 
for  rediscount  by  Federal  Reserve  Banks."  The  Board  ap- 
proved this  plan  and  in  order  to  encourage  cooperation  between 
member  banks  and  producers,  the  Board  issued  on  September 
3,  1915,  its  "commodity  paper  regulation"  which  provided  "that 
the  notes  secured  by  non-perishable  staple  commodities  having 
a  specific  date  of  maturity  and  upon  which  member  banks  had 
not  charged  a  rate  of  interest  or  discount,  including  all  com- 
missions, of  more  than  6  per  cent  per  annum,  should  be  eligible 
for  rediscount  by  Federal  Reserve  Banks  at  a  preferential 
rate."  This  regulation  was  general  in  nature  and  applied  to 
all  sections  of  the  country  and  all  staple  products. 

The  Southern  Reserve  banks  took  advantage  of  the  com- 
modity regulation  and  converted  many  of  their  loaus  into  the 
commodity  form.  The  effect  of  the  regulation  was  to  improve 
confidence,  which  together  with  the  improving  market  for  cotton 
gave  a  stimulus  to  business  conditions. 

The  Chicago,  Atlanta,  and  Dallas  banks  made  54  per  cent 
of  the  total  volume  of  rediscounts  of  agricultural  and  live  stock 
paper  in  1915.  This  is  almost  self-explanatory,  because  these 
banks  are  located  in  the  districts  which  grow  the  bulk  of  our 
farm  products  which  are  exported,  and  foreign  trade  was 
hampered  by  the  European  war. 
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Agricultural  and  Live  Stock  Paper  Maturing  after  90  Days 
Rediscounted  in  1916 
Farmers'  paper  maturing  after  90  days,  rediscounted  in 
1916,  is  found  to  be  $2,866,100  less  than  in  1915.  This  peculiar 
decline,  when  the  system  of  rediscounting  was  really  in  its 
second  year  and  all  business  was  progressing  with  prices  stead- 
ily rising,  will  perhaps  be  explained  by  the  economic  conditions 
of  agriculture  and  the  rural  banks.  In  1916  business  improved, 
the  opportunity  for  employment  was  much  in  excess  of  the 
supply  of  labor,  wages  were  raised,  new  plants  constructed,  the 
production  and  consumption  of  goods  increased,  the  prices  of 
all  merchandise  advanced,  and  the  volume  of  business  as  re- 
flected by  the  reports  was  far  in  excess  of  any  former  total 
transaction  during  twelve  months.3  But  the  annual  crop  yields 
depend  upon  conditions  which  are  not  affected  by  the  law  of 
demand,  and  this  specific  year  unfavorable  weather  reduced  the 
yield  and  caused  disappointment  in  the  harvest  of  all  important 
crops,  except  hay  and  tobacco.  The  prices  of  farm  products  ad- 
vanced, and  the  United  States  Department  of  Agriculture  re- 
ported the  production,  farm  values,  and  prices  received  at  the 
farm,  as  follows: 

Table   VIII. — Total   Production    Farm    Values    ox    December    1,    and 

Average   Price  Per   Bushel   Received   by   Farmers 

and  Planters— 1915,  1016 

TuJh 

Average  Price 
■per  Bushel 
Total  Production  «t   the 

in   Bushels  Farm    Values         Farm — Cents 

Corn    2,994,773,000  $1,722,680,000  57-5 

Wheat 1,025,801,000  912,303,000  91.9 

Oats   1,549,030,000  559,506,000  36.1 

Barley  228,850,000  118,172,000  51.6 

1916 

Corn    2,583,241,000  $2,295,783,000  88.9 

Wheal 639,886,000  1,025,765,000  L60.3 

Oats  1,251,9912,000  656,179,000  52.8 

Barley   180,927,000  159,534,000  88.2 

The  cotton  area  planted  in   L916  was  larger  than  usual,  bul 
-Annual  Report  of  the  Federal  Reserve  Board,  L916,  |>.  2.">:i. 
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unfavorable  weather  and  the  boll  weevil  greatly  reduced  the 
crop.  The  yield  was  estimated  at  11,511,000  bales  against  11,- 
182,999  in  1915;  and  the  estimated  values  were  $1,079,598,000 
and  $604,210,000,  respectively.  The  value  of  other  farm  prod- 
ucts also  advanced.  Wool,  Ohio  fine  delaine,  rose  to  86  cents 
in  October  against  72  cents  in  1915;  and  cattle  $9.80  against 
$8.85.  As  these  figures  indicate,  the  value  of  the  farmers'  crops 
was  much  greater  than  for  the  preceding  year  in  spite  of  the 
reduction  in  quantity.  Therefore,  the  cost  of  harvesting  and 
moving  the  crops  in  1916  was  less,  and  the  value  of  the  crops 
greater  than  usual.  This  increased  the  farmer's  purchasing 
power  and  his  bank  deposits.  He  borrowed  less  money  than 
during  the  preceding  year  and  the  banker  had  more  to  loan  with 
less  need  of  rediscounting,  consequently  the  Federal  Reserve 
Banks  were  asked  to  rediscount  less  agricultural  and  live  stock 
paper  maturing  after  90  days  than  the  preceding  year. 

On  the  other  hand,  the  commodity  paper  rediscounted  was 
$16,813,200  against  $10,315,000,  and  the  commercial  paper  $207,- 
810,500  against  $167,353,000  in  1915.4  This  increase  was  due  in 
part  to  the  addition  of  new  member  banks  to  the  system,  the 
more  general  acceptance  of  the  facilities  of  the  system,  and  the 
increase  in  the  values  of  the  commodities  of  commerce.  Thus, 
the  principal  factor,  the  increase  in  values,  which  causes  the 
decrease  in  farmers'  paper  offered  for  rediscount,  increased  the 
commercial  and  commodity  paper. 

Agricultural  and  Live  Stock  Paper  Maturing  after  90  Days 
Rediscounted  in  1917 

The  Federal  Reserve  Banks  rediscounted  $12,313,000  more 
farmers'  paper  maturing  after  90  days  in  1917  than  the  previ- 
ous year.  This  was  in  spite  of  the  fact  that  the  prices  of  farm 
products  continued  to  advance  and  the  farmers'  income  to  in- 
crease. The  wholesale  price  5  of  farm  products  was  239  against 
166  in  1916.  The  causes  for  this  increase  in  farmers'  paper 
rediscounted  are  not  difficult  to  find.  They  may  be  sum- 
marized as  follows : 

1 .    The  appeal  of  President  Wilson  for  the  patriotic  produc- 

4  Annual  Report  of  the  Federal  Reserve  Board,  1916,  pp.  91,  02.  and 
1915,  pp.  6S.  70. 

5  United  States  Bureau  of  Labor  Statistics,  Index  Number. 
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tion  of  Hood  supplies  was  answered  by  the  expansion  of  farm- 
ing operations  throughout  the  country. 

2.  High  prices  encouraged  the  farmers  to  feed  more  cattle 
and  cultivate  larger  areas  at  increasing  costs. 

3.  The  farmers'  pre-war  equipment  was  wearing  out  and 
had  to  be  replaced  by  new,  at  war  prices.  Also,  tractors,  trucks, 
and  the  like  were  bought  at  war  prices  to  further  war  produc- 
tion. The  prices  of  fertilizers  and  farm  implements  had  ad- 
vanced to  unheard  of  prices.  Thus,  while  the  farmers'  income 
was  increasing,  the  outlays  were  also,  and  the  margin  of  sav- 
ings was  not  as  large  perhaps  as  it  might  have  appeared. 

4.  The  policy,  dictated  by  President  Wilson  and  acted  upon 
by  the  Federal  Reserve  Board,  of  extending  credit  liberally 
for  necessary  production,  which  included  the  staple  agricul- 
tural crops  and  live  stock,  encouraged  many  country  banks  to 
join  the  Federal  Reserve  System,  and  the  farmers  to  use  credit 
as  they  never  had  before. 

5.  The  increasing  deposits  of  the  country  banks  were  ab- 
sorbed in  the  purchase  of  Government  securities,  Liberty  bonds, 
Mar  savings  stamps  and  the  like.  Customers  borrowed  large 
sums  for  these  purposes,  and  the  farmers  themselves  invested 
freely. 

6.  In  many  sections  of  the  country,  the  crop  production  was 
disappointing.  This  was  particularly  true  in  the  districts  of 
the  Chicago,  Minneapolis,  and  Kansas  City  banks.  Hot,  dry 
weather  checked  the  growth  of  the  crops  in  the  early  part  of  the 
summer,  and  compelled  the  farmers  to  market  unfinished  live 
stock.  In  the  autumn,  damp,  foggy  weather  and  early  frosts 
seriously  injured  the  late  maturing  crops  and  made  a  large 
per  cent  of  the  products  unmarketable.  This  compelled  the 
Western  farmers  to  import  feeder  stock  to  use  profitably  the 
unmarketable  portion  of  such  crops  as  corn. 

These  are  among  the  outstanding  causes  which  influenced  the 
increa.se  in  agricultural  and  live  stock  paper,  rediscounted,  in 
1917. 

Agricultural  and  Live  Stock  Paper  Maturing  after  90  Days, 
Rediscounted  in  1918 
In  1918,  the  Federal  Reserve  Banks  rediscounted  more  agri- 
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cultural  and  live  stock  paper  maturing  after  90  days  than  ever 
before.  The  total  aggregated  $156,246,200  against  $29,130,900 
in  1917,  and  $16,817,800  in  1916.  The  year  opened  with  de- 
mands for  rediscounts,  because  of  the  disappointing  conditions 
in  some  agricultural  districts  the  previous  year. 

In  the  fall  of  1917,  the  United  States  Bureau  of  Markets 
made  a  survey  in  the  "Western  states  of  the  credit  needs  of  the 
farmers,  which  could  be  supplied  from  local  sources.  The  esti- 
mates are  based  upon  reports  from  the  banks  and  the  following 
is  a  summary  of  the  important  states : 6 


Table  IX. — Per  Cent  of  the  Bank  Credit  Needs  of  Farmers  Which 

Could  be  Supplied  From  Local  Sources  in  Western 

States  in  1917 


Stairs 

Montana 

Idaho    

North  Dakota 
South  Dakota 
Nebraska 

Kansas 

Oklahoma  .  .  . 
Texas    


While  the  rediscounts  of  farmers'  paper  maturing  after  90 
days  at  all  the  Federal  Reserve  banks  increased  in  large  amounts 
in  1918  over  the  previous  year,  the  percentage  of  the  total  for 
all  banks  increased  only  at  the  Kansas  City,  San  Francisco, 
Philadelphia,  and  Boston  banks. 

Agricultural  and  Live  Stock  Paper  Maturing  after  90  Days, 
Rediscounted  in  1919 

In  1919,  the  total  rediscounts  of  agricultural  and  live  stock 
paper  maturing  after  90  days  decreased  to  $125,285,400  against 
$156,246,200  the  previous  year.  The  decline  in  paper  redis- 
counted is  the  result  of  a  heterogeneous  mingling  of  circum- 
stances and  influences. 

By  the  spring  of  1919,  the  definite  end  of  war  hostilities  was 
an  established   fact.     The   armies  were   gradually  being  with- 

g  Federal  Reserve  Bulletin,  December,  1017,  p.  958. 
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drawn  to  their  native  countries,  and  confidence  in  continued 
high  prices  was  beginning  to  wane ;  merchants  began  to  buy 
' '  hand  to  mouth ' '  orders ;  Government  war  contracts  were  can- 
celed ;  interest  and  discount  rates  were  raised  and  the  money 
market  began  to  tighten ;  and  the  farmers  curtailed  their  crop 
acreage.  The  total  acreage  of  corn  in  1919  was  102,977,000 
against  107,494,000  in  1918 ;  oats,  42,365,000  against  44,400,000 ; 
and  hay,  69,719,000  against  71,254,000.  The  winter  wheat  crop 
had  been  planted  before  the  Armistice  and  tbe  guaranteed  price 
of  the  Government  was  the  principal  stimulus.  The  acreage 
for  1919  was  71,526,000  against  59,110,000  the  previous  year. 
The  curtailment  in  borrowing  for  the  planting  season  is  indi- 
cated by  the  total  rediscounts  of  farmers'  paper  maturing  after 
90  days  in  1919  compared  with  1918,  which  were  as  follows : 

May 

1918    $28,216,700 

191!)    16,400,200 

This  decline  in  borrowing  for  the  planting  season  is  due  to 
the  tightening  up  of  the  credit  strings  by  the  bankers,  the  cur- 
tailment of  acreage  planting  by  the  farmers,  and  their  strong 
financial  position  as  a  result  of  favorable  agricultural  condi- 
tions and  high  prices  the  previous  year. 

For  harvesting  and  marketing  the  crops  in  the  autumn  the 
farmers'  rediscounts  were  only  a  little  less  than  the  previous 
year.  The  heavy  borrowing  in  the  autumn  was  perhaps  due  to 
the  relaxation  in  savings  and  the  absorption  of  the  accumulated 
savings  through  the  purchase  of  victory  notes  and  Liberty 
bonds. 
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CHAPTER  XII 

SEASONAL  AND  ANNUAL  VARIATION  IN  THE  VOLUME 
OF  AGRICULTURAL  AND  LIVE  STOCK  PAPER  MATUR- 
ING AFTER  90  DAYS,  REDISCOUNTED  BY  THE  SEPA- 
RATE FEDERAL  RESERVE  BANKS,  AS  AFFECTED  BY 
ECONOMIC  CONDITIONS 

Boston,  New  York,  Philadelphia,  Cleveland,  Richmond  and 

Atlanta 

The  volume  of  paper  offered  for  rediscount  varies  inversely 
with  economic  conditions.  During  periods  of  prosperity  or  ris- 
ing prices,  when  buying  and  selling  are  done  freely,  and  quick 
turnovers  are  made,  banks  are  not  burdened  with  frozen  credit, 
and  almost  any  legitimate  commercial  transaction  can  be 
financed  without  difficulty.  But  during  periods  of  depression, 
when  crop  failures,  business  failures  and  other  events  cause  men 
to  doubt  the  solvency  of  each  other,  the  institutions  financing  the 
producing  and  marketing  activities  hoist  the  flag  of  conservatism, 
and  credit  is  not  granted  freely.  If  prices  decline  a  few  points 
the  holders  of  products  refuse  to  sell,  trusting  that  the  decline  is 
only  temporary,  but  the  buyers  wait  for  still  further  declines, 
and  the  economics  of  the  times  seem  to  be  "out  of  joint,"  and 
despite  the  conservatism  of  the  bankers,  frozen  credits  pile  up 
in  the  bank  coffers. 

Every  community  has  its  own  peculiar  economic  cycle.  Each 
Federal  Reserve  Bank  affords  annually  and  from  month  to 
month  abundant  evidence  of  how  financial  conditions  are  af- 
fected by  economic  conditions  in  the  respective  districts.  It  is 
the  purpose  of  the  following  chapters  to  show  the  correlation 
between  the  economic  conditions  of  agriculture  and  bank  loans 
to  farmers  in  each  Reserve  Bank  district. 

Boston,  New  York,  Philadelphia  and  Cleveland 

Tn  1915,  the  rediscounting  of  agricultural  and  live  stock 
paper   began   to   evidence   its   real   service.     The    Boston,   New 
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York,  Philadelphia  and  Cleveland  Federal  Reserve  Banks,  com- 
bined, rediseounted  only  2.1  per  cent  of  the  total  agricultural 
and  live  stuck  paper  for  1914  and  1915.1  Of  this  the  Cleveland 
bank  rediseounted  1.7  per  cent,  leaving  A  per  cent  rediseounted 
by  the  other  three  banks. 

A  detailed  explanation  would  be  superfluous.  The  rural  mem- 
bers of  the  Boston,  New  York  and  Philadelphia  Federal  Reserve 
Banks  are  in  old  agricultural  communities  and  on  the  average 
not  the  most  important  agricultural  communities.  Dairying, 
live  stock,  fruit  and  tobacco  farming  are  the  most  important 
agricultural  industries.  Among  these  there  are  communities 
which  rank  very  high  as,  for  example,  the  tobacco-growing 
county  of  Lancaster,  Pennsylvania,  the  wealthiest  agricultural 
county  in  America,  according  to  the  1920  U.  S.  Census.  But 
tbese  few  communities  where  agriculture  is  the  predominating 
industry  do  not  afford  enough  agricultural  paper  maturing 
after  90  days  to  make  this  item  very  large  among  the  total  re- 
discounts of  such  paper  by  the  Federal  Reserve  Banks ;  and  the 
savings  are  proportionately  very  large  in  these  old  agricultural 
communities.  The  farmers  do  not  borrow  as  in  the  agricultural 
states  of  the  Middle  West,  and  the  country  banks  do  not  redis- 
count this  class  of  paper  freely.  Farmers  in  these  states  are 
not  favored  customers  because  they  have  loose  business  habits 
and  their  notes  are  not  classed  as  "prime"  banking  paper. 
However,  there  are  large  sums  of  other  paper  rediseounted  by 
the  country  banks,  the  proceeds  of  which  are  used  to  extend 
credit  to  farmers.  The  amount  of  this  business  cannot  be  defi- 
nitely ascertained,  but  country  banks  admit  that  it  is  a  com- 
mon practice.  Also,  country  banks  rediscount  farmers'  paper 
only  as  a  last  resort.  The  reasons  for  this  are  obvious.  The 
farmers'  notes  are  for  small  sums  and  are  not  standardized,  and 
the  farmers  do  not  meet  their  obligations  promptly.  If  it  were 
possible  to  ascertain  how  much  in  the  way  of  commodity  paper, 
bankers'  acceptances  and  the  like,  the  Federal  Reserve  Banks 
of  Boston,  New  York  and  Philadelphia  rediscount  for  the  Fed- 
eral Reserve  Banks  of  the  Middle  West  and  South  for  the  pur- 
poses of  supplying  these  communities  with  funds  to  loan  farm- 

1  The  paper  rediseounted  November  and  December,  L914,  and  fur  the  year 
1915  are  combined. 
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ers  it  would  explain  sonic  \vvy  much   misrepresented   practices 

in  the  matter  of  supplying  agriculture  with  necessary  short- 
term  credit.  But  there  is  nothing  in  the  records  of  the  Federal 
Reserve  Hanks  to  clear  up  this  obscurity. 

The  Federal  Reserve  Banks  of  Boston,  New  York  and  Phila- 
delphia discounted  the  largest  sums  in  May.  In  fact,  the  re- 
discounts for  May  were  more  than  half  of  the  year's  total. 

The  reason  for  May  being  the  month  of  largest  rediscounts 
for  these  three  banks  is,  that  at  this  time  farmers  in  these  sec- 
tions of  the  country  are  borrowing  heaviest  to  finance  their 
summer's  work.  In  these  sections  of  the  country  the  problem 
of  marketing  does  not  draw  upon  the  loan  funds  of  the  com- 
munity as  much  as  the  purchases  of  the  technical  factors  of 
production  and  harvesting. 

The  small  amount  of  rediscounted  paper  in  the  Cleveland 
bank  in  1915  is  perhaps  accounted  for  by  the  fact  that  in  this 
district  agriculture  and  industry  are  rather  evenly  balanced. 
But  the  "other"  paper  is  so  much  more  marketable  than  that 
of  the  farmers  that  the  latter  is  rediscounted  only  as  a  last 
resort.  Large  sums  of  "other"  paper  are  rediscounted  and 
the  proceeds  converted  into  farmers'  loans.  The  Cleveland  bank 
rediscounts  the  largest  sums  of  farmers'  paper  in  the  spring 
and  autumn  months.  The  peak  of  rediscounts  was  $74,100  in 
October.  July  is  the  month  of  large  demands  for  harvesting. 
The  rediscounts  in  January  are  very  small  because  at  this  time 
the  farmers  are  rather  inactive  in  matters  of  finance.  They 
have  sold  their  crops  and  are  not  yet  actively  preparing  for  the 
spring  work.  In  this  section  of  the  country  the  agricultural 
interests  are  "dormant"  so  far  as  their  short-term  credit  rela- 
tions are  concerned  during  the  month  of  January. 

The  volume  of  this  class  of  paper  rediscounted  by  these  banks 
in  11)17  was  very  small.1A  The  Boston  hank  rediscounted  4.1  per 
cent  of  the  total  of  this  class  of  paper  while  the  New  York  and 
Philadelphia  banks  rediscounted  about  one-tenth  of  one  per 
cent.  Up  to  September  the  rediscounts  of  the  Boston  hank  had 
been  only  about  $500.00.  The  last  four  months  of  the  year 
$1,105,400  were  rediscounted,  the  largest  amounl  for  any  one 
month  being  $580,001),  in  October.  The  reasons  for  the  unusual 
rediscounts  of  tin;  Boston  hank  in  the  autumn  of  1!)17  were 
i'v Due  to  the  prosperity  among  farmers  the  paper  rediscounted  in  1910 
was  so  small  thai  space  is  mil  given  i<>  it, 


160  BANK  CREDIT  AND  AGRICULTURE 

found  in  the  patriotic  endeavor  of  the  Farmers  to  produce  as 
Large  a  supply  of  agricultural  products  as  possible  and  the  de- 
struction of  the  1  !>  1 7  crops  by  early  frosts  and  plant  diseases. 
In  the  Boston  district  the  Federal  Reserve  Board  reported  that 
"a  frost  early  in  September,  the  heaviest  on  record,  did  great 
damage  to  the  crops  of  this  district,  killing  for  the  most  part 
all  tender  vegetation;  corn,  tobacco  and  cranberries  especially 
suffered.  The  peach  crop  is  reported  only  fair,  and  the  apple 
crop  unusually  light,  while  the  potato  crop  will  be  smaller  than 
was  earlier  expected,  and  complaints  of  rot  and  blight  are 
heard.  A  sizable  crop  will  be  probably  harvested."2  The 
farmers  therefore  did  not  reap  the  income  from  the  1917  crops 
they  had  counted  on,  and  were  compelled  to  borrow  to  meet  their 
obligations  and  for  further  operations. 

In  the  New  York  district,  crop  conditions  were  good  with  in- 
creased acreage  and  extremely  high  prices  in  1917.  General 
business  conditions  were  also  very  progressive.  Business  and 
manufacturing  interests  proceeded  with  caution,  and  buying 
orders  as  far  as  possible  were  restricted  to  immediate  needs.3 
Consequently,  the  savings  were  such  that  little  farmers'  paper 
was  offered  for  rediscount. 

In  1917  in  the  Philadelphia  district,  the  farmers  were  re- 
ported not  to  have  increased  their  operations,  due  to  the  in- 
ability to  secure  labor,  and  the  high  prices  of  fertilizer  and 
si't-^l.  However,  the  crops  were  good  and  prices  high.  The 
tobacco  crop  of  Pennsylvania  alone  was  reported  to  be  9,000,000 
pounds  more  than  the  previous  year,  or  a  total  of  58,000,000, 
with  prices  averaging  as  high  as  25  to  30  cents  a  pound.4  Con- 
sequently, the  Federal  Reserve  Bank  was  offered  very  little 
farmers'  paper. 

The  Cleveland  bank  rediscounted  little  farmers'  paper  in 
1917  for  the  same  reasons  as  the  previous  year.  The  Federal 
Reserve  Agent  reports  that  "this  district  also  ranks  high  in 
agricultural  products;  and,  although  the  planting  season  was  late 
and  cold,  the  crops  have  been  large  and  profitable."  The  sav- 
ings were  evidently  such  that  the  country  bankers  and  farmers 

2  The  Federal  Reserve  Bulletin,  Oetoher,  1017.  pp.  707-8. 

3  Annual  Report  of  Federal  Reserve  Board,  1917,  pp.  300-2. 

4  Ibid.,  1917,  p.  358. 
s  [bid.,  1917,  p.  360. 
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were  able  to  carry  the  burden  of  loans  without  any  large  amount 
of  rediscounting. 

The  peak  of  the  rediscounts  by  the  Boston  bank  in  1918  was 
reached  in  December  at  $995,800.  In  March  and  April  the  re- 
discounts wore  larger  than  usual.  The  farmers  were  induced 
to  make  more  preparation  for  the  spring  planting  than  had  been 
the  custom,  due  perhaps  to  the  encouragement  of  higher  prices 
for  farm  products,  and  the  report  that  the  winter  crops  had 
been  "injured  by  a  thick  layer  of  ice  which  had  been  beneath 
the  snow  all  winter."  Tbe  December  peak  was,  no  doubt,  due 
to  the  Fourth  Liberty  loan  in  October,  which  compelled  the 
farmers  and  local  banks  alike  to  discount  larger  amounts  of 
paper  than  usual  because  their  .savings  had  been  consumed  in 
the  purchase  of  bonds  and  war  savings  stamps.  Also,  the  Boston 
bank  rediscounted  for  other  Federal  Reserve  Banks  $18,189,000 
during  the  year.  Undoubtedly  a  portion  of  tbis  which  came 
from  the  Richmond,  Minneapolis,  Dallas,  and  St.  Louis  banks 
was  agricultural  paper. 

The  rediscounts  by  the  New  York  bank  were  negligible  in 
1918,  the  largest  amount  being  in  January,  which  was  perhaps 
dairymen's  paper  for  the  purchase  of  feeds. 

The  Philadelphia  bank  rediscounted  more  farmers'  paper 
than  usual  in  1918.  The  total  for  the  year  was  $3,835,500. 
The  month  of  largest  rediscounts  was  July,  $2,624,800,  due  to 
the  increased  acreage  of  tobacco  and  other  summer  crops,  which 
were  expensive  to  cultivate.  Also,  on  June  27,  the  Philadelphia 
bank  rediscounted  $1,9:54,745  for  the  Richmond  bank,  a  portion 
of  which  was  probably  farmers'  paper.  In  October  there  was 
a  heavy  demand  by  farmers  for  funds  to  move  the  bumper  crops. 
hi  Pennsylvania  alone  the  acreage  of  the  nine  principal  crops 
was  increased  320,219  over  the  previous  year.  The  tobacco 
crop  was  14  per  cent  larger  than  in  1917.  Truck  crops  in  gen- 
eral throughout  the  district  were  reported  good,  while  the  apple 
crop  was  50  per  coil  above  the  ten  year  average.  Only  the 
peach    growers    seemed    to    have    had    a     had    year.       All     prices 

ranged  high,  from  25  to  50  per  cent  above  the  previous  year.0 
The  Cleveland  bank  rediscounted  $1,078,100   farmers'   paper 

in   1918.     This  was,  in  the  aggregate,  a   remarkable  increase  over 
b Annual  Report  of  the  Federal  Reserve  Board,  1!>1S.  (».   117. 
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the  previous  year.  In  March  ami  April  the  largest  amounts  of 
fanners'  paper  were  rediscounted.  These  are  the  only  months 
in  the  year  which  show  the  normal  seasonal  cycles.  The  heavy 
borrowing  at  this  season  was  for  the  spring  planting,  the  buying 
of  .seed,  fertilizers,  farm  machinery,  and  the  like. 

The  autumn  cycle  wax*  entirely  distorted  by  the  heavy  agri- 
cultural production,  and  the  ready  demand  for  the  farmers' 
products  at  abnormally  high  prices.  The  Federal  Reserve  Agent 
reported  that  "this  district,  while  noted  for  its  manufactures,  is 
probably  exceeded  by  few  others  in  the  amount  and  value  of  its 
agricultural  products.  The  crops  have  generally  exceeded  the 
average,  the  acreage  has  been  large,  farms  are  well  stocked,  and 
there  has  been  an  entire  freedom  from  the  epidemics  to  which 
the  stock  is  oftentimes  subject.  In  view  of  the  high  prices  the 
farmer  has  been  very  prosperous."7 

In  1919,  the  Federal  Reserve  Banks  of  Boston,  New  York, 
Philadelphia,  and  Cleveland,  rediscounted  a  negligible  amount 
of  agricultural  and  live  stock  paper  maturing  after  90  days. 
This  was  due  primarily  to  the  well  entrenched  financial  posi- 
tion of  the  farmers,  caused  by  the  prosperity  of  the  previous 
year.  The  Federal  Reserve  Agent  of  Cleveland  stated  that 
"the  farmers  are  enjoying  unusual  prosperity,  the  result  of 
highly  satisfactory  crops,  and  a  large  money  return.  This  is 
particularly  true  of  the  Kentucky  tobacco  section  and  expres- 
sions of  appreciation  are  heard  of  the  ease  with  which  the  funds 
required  to  move  the  crops  were  secured  from  the  Federal  Re- 
serve banks."  s 

The  decline  of  rediscounts  of  agricultural  paper  maturing 
after  90  days  in  1919  was  not  due  to  any  unwillingness  to 
rediscount  on  the  part  of  the  Federal  Reserve  Banks  in  these 
districts,  but  rather  to  the  farmers'  strong  financial  position 
and  the  fact  that  the  crops  sold  so  readily  that  the  needs  were 
met  with  paper  of  a  shorter  term. 

Richmond 

The  rediscounts  of  the  Richmond  bank  were  9.6  per  cent  of 
the  total  in  1915.     The  rediscounts  rose  steadily  from  March 

7  Animal  Report  of  the  Federal  Reserve  Board,  1918,  p.  452. 
s  Ibid.,  1010,  p.  361. 
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to  June  and  then  declined  until  October.  The  peak  of  the  year 
was  reached  in  June  at  $404,600.  The  large  rediscounts  during 
the  spring  and  early  summer  months  were  a  result  of  the  inter- 
national situation  which  caused  a  decrease  in  the  export  of 
cotton  and  live  stock  products.  This  made  it  necessary  for  the 
farmers  to  renew  their  notes  given  in  the  autumn  of  1914,  for 
carrying  crops  and  live  stock,  and  also  to  borrow  for  the  new 
planting.  Cotton,  tobacco,  live  stock,  peanuts  and  fruit  are  the 
principal  agricultural  products  of  commercial  importance  in 
this  district.  The  largest  amounts  of  farmers'  paper  are  re- 
discounted  in  the  spring,  due  to  the  heavy  demands  for  the 
production  period.  The  marketing  and  storing  of  the  crops  in 
this  district  are  done  largely  by  commercial  interests  and  the 
paper  is  rediseounted  as  commodity  paper.  Tobacco  and  cotton 
are  stored  in  licensed  warehouses,  and  here  it  generally  passes 
out  of  the  control  of  the  farmer. 

In  1916,  the  rediscounts  in  the  Richmond  bank  declined  to 
6.7  per  cent  of  the  total  for  all  reserve  banks.  This  shrinkage 
in  the  value  of  farmers'  paper  was  due  to  the  increase  in  the 
value  of  farm  products  and  general  prosperity.  The  Federal 
Reserve  Agent  of  the  Richmond  district  reported  that  crops 
were  produced  in  only  fair  volume,  but  that  prices  were  ex- 
ceedingly high,  the  average  grades  of  cotton  having  sold  as  high 
as  20  cents  per  pound,  and  tobacco  at  18  to  20  cents  per  pound. 
In  some  cases  special  grades  brought  higher  prices,  the  average 
of  all  probably  showing  an  increase  of  100  per  cent  over  any 
recent  prices. 

In  1917  the  rediscounts  of  the  Richmond  bank  showed  the 
normal  seasonal  cycle  with  light  holdings  of  farmers'  paper. 
This  was  due  to  the  prevailing  high  prices  for  farm  products 
and  continued  prosperity  in  the  rural  districts. 

Tn  1918  the  seasonal  cycle  of  the  Richmond  bank's  redis- 
counts was  very  much  displaced  during  the  latter  half  of  the 
year  by  the  high  prices  and  prompt  marketing  of  agricultural 
products.  The  firsl  half  of  the  year  the  demand  was  larger 
than  usual,  and  the  rediscounts  were  the  largest  in  the  history 
of  the  bank.  The  reason  for  the  excessive  demand  was  the 
heavy  buying  of  equipment  by  farmers.  The  Federal  Reserve 
Bulletin  stated  in  May  that  in  the  Richmond  district  "the  sup 
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pl\  of  fertilizers  is  not  equal  to  the  demand;  agricultural  im- 
plements, including  plows,  are  in  demand;  some  manufacturers 

report  they  are  sold  six  months  ahead."  From  July  on,  the  re- 
discounts declined  excepl  for  a  slight  rise  in  October.  The  total 
for  the  year  aggregated  $3,099,800,  or  two  per  cent  of  the  redis- 
counts for  the  li'  banks.  The  decline  in  the  rediscounts  for  the 
latter  half  of  the  summer  was  a  direct  result  of  the  unprece- 
dented agricultural  prosperity.  The  Federal  Reserve  Agent  re- 
ported that  "the  cotton  crop  has  been  the  largest  ever  produced. 
with  one  or  two  exceptions.  Prices  have  averaged  in  the  neigh- 
borhood of  30  cents  per  pound,  against  a  normal  average  of 
aboul  I*'  cents,  bul  the  cost  of  producing  the  present  crop  has 
been  much  greater  than  usual.  Farmers  who  have  sold  their 
crops  are  in  a  better  position  than  ever  before,  but  much  cotton 
is  being  held  for  higher  prices."9 

The  tobacco  crop  was  reported  much  larger  than  usual,  and 
the  prices  the  highest  ever  received  for  tobacco.  Also,  unusual 
farm  developments  in  the  way  of  new  houses  and  barns  were 
reported,  and  much  traffic  in  farm  lands.  The  deposits  in  the 
local  banks  were  very  large  and  rediscounting  was  unnecessary. 
The  daily  average  deposits  of  the  member  banks  for  the  year 
was  .$43,022,279.44  against  $31,704,936.90  in  1917.10 

The  rediscounts  of  farmers'  long-maturing  paper  by  the  Rich- 
mond bank  in  1919  were  $1,689,000  against  $3,099,800  the  previ- 
ous year.  The  Federal  Reserve  Agent  of  Richmond  stated  that 
"in  the  agricultural  portions  of  the  district,  unprecedented  pros- 
perity has  resulted  primarily  from  the  high  prices  realized  from 
cotton  at  35  to  40  cents  per  pound,  high  grades  and  long  staples 
selling  for  double  these  prices,  and  tobacco  at  30  to  50  cents  per 
pound,  high  grades  selling  up  to  a  dollar  and  more  per 
pound."11  Another  class  of  paper,  not  rediscounted,  had  been 
rapidly  drying  up  the  credit  of  the  member  banks  in  the  rural 
districts,  as  indicated  by  another  statement  by  the  Agent;  "Sales 
of  farm  lands  have  been  active  at  an  advance  over  normal  prices, 
based  on  the  inflated  value  of  crop  returns  for  the  year.  These 
operations   have   created   a   large   volume   of   farm   paper,    and 

»  Annual  Report  of  the  Federal  Reserve  Board,  1918,  p.  483. 

10  Ibid. 

ii  Ibid.,  I'll!),  p.  376. 
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more  of  this  than  is  desirable  has  probably  found  its  way  into 
the  banks."12 

Atlanta 

The  Atlanta  bank  is  located  in  a  district  where  the  credit 
needs  are  expanding  and  becoming  more  diversified.  It  is 
usually  thought  of  as  primarily  a  cotton  growing  district,  but 
it  is  the  largest  producer  of  vegetables  and  peaches  of  any  of  the 
Federal  Reserve  districts.  Also,  its  iron,  steel,  and  naval  stores 
industries  are  growing  rapidly  and  it  is,  perhaps,  second  only  to 
the  Philadelphia  district  in  iron  and  steel  products. 

The  Atlanta  bank  rediscounted  the  largest  sums  of  farmers' 
paper  in  the  late  autumn  of  1915.  The  peak  of  the  year  was 
reached  in  November,  at  $733,400.  The  commodity  paper  re- 
discounted  during  the  last  four  months  of  the  year  aggregated 
$7,032, 300,13  most  of  which  was  undoubtedly  secured  by  cotton 
under  the  preferential  commodity  rate — the  paper  maturing 
between  30  and  60  days,  rediscounted  in  1915,  aggregated  $13,- 
097,000,  and  that  from  60  to  90  days,  $14,464,000.14  Of  this,  a 
large  sum  was  undoubtedly  commercial  paper  secured  by  cotton 
held  in  licensed  warehouses,  because  the  largest  sums  of  such 
paper  accumulated  in  the  autumn  months  when  the  cotton  was 
being  harvested  and  the  farmers  were  settling  their  spring  con- 
tracts for  production  equipment.  Most  of  the  actual  farmers' 
paper  rediscounted  was  for  the  harvesting  of  cotton,  sugar  beets, 
and  cane,  and  the  purchase  of  feeder  live  stock.  In  June,  when 
the  rediscounts  of  farmers'  paper  reached  the  second  highesl 
peak  of  the  year,  the  loans  were  for  production  equipment,  as 
commercial  fertilizers,  implements,  and  the  like.  In  fact,  the 
funds  for  marketing  the  crops  do  not  seem  to  appeal-  under  the 
classification  of  agricultural  and  live  stock  paper. 

The  Atlanta  hank  rediscounted  6.7  per  cent  of  the  total 
farmers'  paper  maturing  after  90  days  in  1916. 

The  Federal  Reserve  Agent  of  the  Atlanta  district  reported 
that  excessive  rains  and  winds  of  July  caused  considerable  dam- 
age to  agriculture  and  especially  to  the  cotton   crop  of  middle 

12  Annual  Reporl  of  the  Federal  Reserve  Board,  1919,  p.  .'i"f>. 

13  I  hid.,  1915,  p.   70. 
"  Ibid.,  lliin.  p.  67. 
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and  southern  Alabama.  The  fruit  crops  of  the  district  were 
light.  bu1  up  to  standard  in  variety  and  quality,  and  sold  at 
increased  prices  over  the  previous  year.  The  sugar  and  rice 
crops  of  Tennessee  were  the  most  satisfactory  for  many  years 
and  the  tobacco  crop  was  the  largest  in  many  years.  Diversi- 
fied farming  followed  the  hard  times  of  1915  and  there  was 
a  marked  increase  iii  the  production  of  cattle  and  hogs  through- 
out the  district  and  packing  house  plants  were  established  in  a 
number  of  places. 

Financial  conditions  were  excellent  and  bank  deposits  con- 
tinued to  grow.1"' 

In  spite  of  the  decline  in  rediscounts  the  seasonal  cycles  are 
clearly  marked  showing  a  rising  demand  by  farmers  in  the 
spring  and  reaching  the  highest  point  in  May  at  $248,300  against 
$384,400  the  previous  year.  But  the  autumn  months  show  a 
continuous  decline  in  rediscounts  in  contrast  to  the  preceding 
year.  The  reasons  for  this  change  are  indicated  in  the  preceding 
discussion.  The  autumn  of  1915  wras  a  period  of  hard  times,  a 
weak  demand,  and  low  prices  for  agricultural  products,  while 
in  1916  the  situation  was  reversed.  The  prices  were  the  highest 
for  many  years  and  instead  of  having  to  borrow7  to  continue 
business  the  farmers  were  able  to  pay  off  many  of  their  debts, 
make  cash  payments  for  what  they  bought,  and  increase  their 
bank  deposits.  The  farmers  borrowed  less  than  formerly,  local 
banks'  deposits  wrere  increased;  and  thus  the  necessity  for  re- 
discounting  paper  diminished. 

In  1917  the  farmers'  paper  rediscounted  bjr  the  Atlanta  bank 
declined,  due  primarily  to  the  general  economic  conditions  and 
high  prices  received  for  agricultural  products.  The  Federal 
Reserve  Agent  reported  that ' '  excellent  seasons  prevailed  during 
the  year,  and  the  agricultural  producer  was  rewarded  with  a 
bountiful  harvest.  The  district  produced  the  largest  crops  of 
food  and  food  products  in  its  history.  The  cotton  crop  was 
up  to  normal  and  high  prices  prevailed  for  all  farm  products 
giving  the  district  a  full  measure  of  prosperity."16  All  farm 
products  were  readily  sold  and  the  numerous  army  camps  in 
the  district  furnished  a  ready  market  for  perishable  products. 

is  Annual  Report  of  the  Federal  Reserve  Board,  1916,  pp.  3155-16. 
ifilhid.,  1917,  p.  414. 
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The  farmers'  income  and  bank  deposits  increased  and  the  dis- 
trict did  not  offer  the  Federal  Reserve  Bank  as  much  long  paper 
to  rediscount  as  formerly. 

In  1918,  the  Atlanta  bank  showed  the  normal  spring  and 
early  summer  demands  in  the  rediscounts,  except  larger  than 
usual.  The  rediscounts  were  $591,500  in  June.  The  reason  for 
these  rediscounts  was  the  farmers  bought  as  never  before,  ferti- 
lizers, farm  machinery  and  the  like  at  war  prices ;  also,  much  of 
the  tobacco  crop  remained  on  the  farms  for  want  of  suitable 
weather  to  move  it. 

From  July  on,  the  rediscounts  declined  due  to  the  ready 
market  for  farm  products  and  the  high  prices.  The  Federal 
Reserve  Agent  reported  that  "owing  to  the  great  yield  and  high 
prices  for  all  crops  the  producer  finds  himself  in  a  strong  finan- 
cial position.  The  cotton  yields  were  larger  than  in  1917,  and 
during  the  early  picking  season  the  prevalence  of  satisfactory 
prices  enabled  the  disposal  of  such  an  amount  of  the  crop  as 
sufficed  to  liquidate  pressing  obligations,  the  producers,  how- 
ever, depending  on  their  better  financial  conditions  and  im- 
proved food  situation  to  enable  them  to  carry  their  surplus  crop 
to  better  prices.  The  end  of  the  year  finds  prices  lower  than  in 
the  early  season  and  the  cotton  holding  movement  largely  in 
force.  Cotton  buyers  are  experiencing  some  difficulty  in  pur- 
chasing the  staple  at  the  prevailing  prices  which  are  deemed  to 
be  too  close  to  the  cost  of  production.  The  banks  have  shown  a 
general  willingness  to  assist  the  farmer  in  carrying  his  cotton, 
though  the  producer  has  not  found  it  necessary  to  borrow  in 
great  volume."17  Obviously  the  farmers  as  well  as  the  local 
bankers  were  well  entrenched  by  the  savings  of  the  previous 
year.  The  decline  in  prices  was  precipitated  by  the  peace  nego- 
tiations and  the  armistice. 

In  1919,  the  Atlanta  bank  rediscounted  $4,66-4,700  farmers' 
paper  maturing  after  90  days  against  $2,600,200  the  previous 
year.  The  year  opened  with  very  moderate  rediscounts  but 
.steadily  increased  until  July  when  the  peak  for  the  year  was 
reached  at  $1,014,300  as  against  $598,700  in  1918.  The  seasonal 
cycles  for  both  years  show  the  same  trend,  indicating  the  heavi- 
est borrowing  on  the  pari  of  the  farmers  in  the  late  spring  and 

17 Annual  Report  of  the  Federal  Reserve  Board,  l!Hs,  p,  518. 


BANK   i  i;i:i)IT  AND  AlilllCULTUlth" 

earl}  summer  months,  which  was  primarily  for  the  purpose  of 
producing  the  crops.  In  the  autumn,  when  it  is  generally  ex- 
pected  thai  fanners  in  this  district  borrow  for  harvesting  and 
marketing  the  crops,  the  length  of  time  is  of  shorter  duration 
than  the  spring  borrowing,  because  the  farmers  pay  up  their 
loans  as  so.ni  as  the  crops  are  marketed,  and  a  large  part  of 
the  crops  produced  by  tenants  are  mortgaged  so  that  they  are 
marketed  as  soon  as  harvested.  Borrowing  that  is  done  on 
cotton  held  in  warehouses  is  done  under  the  name  of  com- 
modity paper  and  does  not  show  up  in  the  volume  of  agricul- 
tural paper.  The  conditions  in  the  district,  however,  were  very 
prosperous  and  the  large  volume  of  borrowing  in  the  spring 
and  early  summer  was  due  to  increased  acreage  of  cotton  and 
other  agricultural  activities.  The  Federal  Reserve  Agent  re- 
ported that  "the  price  of  cotton,  the  principal  staple  product  of 
the  district,  has  increased  during  the  year  from  around  27  or  28 
cents  to  around  40  cents.  A  large  proportion  of  the  crop  was 
held  for  35  cents  and  much  cotton  was  held  by  the  producer 
until  the  price  reached  40  cents.  Diversification  in  farming  has 
continued  to  an  encouraging  extent,  and  a  large  increase  is 
shown  in  the  production  of  live  stock  in  all  the  states  compris- 
ing the  district.  A  large  proportion  of  the  farmers  are  raising 
blooded  cattle,  hogs  and  sheep,  and  the  average  character  of 
the  stock  shows  a  steady  improvement  in  quality."18 

The  agent's  report  indicates  that  the  farmers  were  in  a 
strong  financial  position  and  \vere  improving  their  farming 
operations. 

is  Annual  Report  of  the  Federal  Reserve  Board,  1919,  p.  395. 


CHAPTER  XIII 

VARIATION  IN  PAPER  REDISCOUNTED   BY  FEDERAL 
RESERVE  BANKS  (Continued) 

Chicago,  St.  Lor  is  and  Minneapolis 

Chicago 

In  1915  the  Chicago  hank's  rediscounts  of  farmers'  paper 
reached  the  maximum  in  October  at  $490,400,  almost  all  live 
stock  and  grain  paper.  In  the  autumn  the  farmers  in  this  dis- 
trict are  purchasing  feeder  live  stock  and  feed  for  the  winter 
months.  It  is  particularly  noticeable  that  the  Chicago  bank 
shows  no  record  of  commodity  paper  in  spite  of  the  fact  that 
the  Board's  commodity  regulation  includes  grain.  This  is  due 
perhaps  to  the  fact  that  the  elevators  for  storing  grain  are  more 
adequate  than  the  warehouses  for  storing  cotton  and  also  the 
local  banking  facilities  in  the  Chicago  district  are  far  superior 
to  those  of  either  the  Dallas  or  Atlanta  districts.  The  local 
bankers  are  able  to  hold  a  large  portion  of  the  grain  and  live 
stock  paper. 

The  First  National  Bank  of  Champaign,  Illinois,  as  late 
as  May,  1921,  had  never  found  it  necessary  to  rediscount  any 
paper  of  any  kind  at  the  Federal  Reserve  Bank.  This  bank  is 
located  in  a  strictly  farming  community  and  it  rediscounts  for 
from  11  to  22  country  banks,  holding  on  the  above  date  more 
than  one  and  a  half  millions  in  farmers'  paper.  Champaign 
County  is  one  of  the  wealthiest  agricultural  counties  in  America. 
Live  stock  and  corn  are  the  two  specialties.  The  capitalization 
of  the  average  farm,  according  to  unpublished  statistics  by  the 
Department  of  Farm  Management  of  the  University  of  Illinois 
is  over  $7,1.000.  Farmers  who  have  tangible  property  in  this 
section  of  the  country  are  very  well  cared  for  by  the  local 
banks  and  the  deposits  in  the  local  banks  are  such  that  they  are 
able  to  carry  large  sums  of  paper  without  resorting  to  the  privi- 
lege of  rediscounting.     This  accounts  for  the  small  amount   of 
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agricultural  and  live  stock  paper  rediscounted  by  the  Chicago 
bank  in  1915.  Also,  it  should  not  be  overlooked  that  most  of 
the  grain  elevator  paper  is  rediscounted  as  60  to  90  days  com- 
mercial paper. 

The  spring  rediscounts  in  the  Chicago  bank  were  highest  in 
.June,  at  $227,900.  This  is  the  season  when  fertilizers  and  farm 
equipment  arc  purchased  in  largest  quantities,  and  stall  feeders 
and  summer  grazing  cattle  are  placed. 

The  Chicago  hank  shows  a  strong  late  summer  decline  in 
August  to  $103,300,  which  is  explained  by  the  conditions  of 
inactivity,  as  in  the  Dallas  and  Atlanta  districts,  for  this  season 
of  the  year. 

The  cycles  of  rises  and  declines  in  the  rediscounts  of  paper 
maturing  after  90  days  is  very  definitely  controlled  by  the  type 
of  agriculture,  the  seasons,  and  the  marketing  conditions.  This 
is  clearly  shown  in  the  variation  of  rediscounts  by  the  separate 
banks,  according  to  the  planting,  harvesting,  and  marketing 
seasons,  and  economic  conditions  in  the  various  districts. 

In  1916  the  Chicago  bank  rediscounted  17.6  per  cent  of  the 
total  agricultural  and  live  stock  paper  for  all  reserve  banks. 
However  the  amount  rediscounted  was  less  than  for  the  previous 
year.  The  largest  rediscounts  were  in  June  and  October.  The 
farmers  borrowed  heavily  to  harvest  the  corn  crop  and  to  buy 
feeder  live  stock.  Nevertheless,  the  paper  rediscounted  was  less 
than  usual  because  of  the  high  prices,  which  increased  the  farm- 
er's income  and  his  bank  deposits. 

The  Chicago  bank  began  the  year  1917  with  declining  redis- 
counts due  to  the  high  prices  of  the  previous  year.  The  normal 
seasonal  cycle  hardly  evidenced  itself  in  the  spring  months. 
The  volume  of  rediscounts  in  the  fall  months  was  unheard  of 
before,  reaching  $3,514,200  in  November  and  the  aggregate  for 
the  year  was  $7,551,400,  or  25.9  per  cent  of  the  rediscounts  of 
agricultural  and  live  stock  paper  maturing  after  90  days  by  all 
the  Reserve  Banks.  This  was  the  largest  amount  of  this  class 
of  paper  ever  rediscounted  by  the  Federal  Reserve  Bank  of  Chi- 
cago, more  than  two  and  a  half  times  the  amount  rediscounted 
the  previous  year.  There  are  definite  economic  reasons  for  this 
increase  in  rediscounts  and  the  extreme  distortion  of  the  normal 
seasonal  cycles  for  both  1916  and  1917  in  reverse  directions. 
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Iii  1916  we  found  that  crops  were  ordinarily  good,  and  the 
prices  for  all  farm  products  were  very  high.  Also  the  demand 
for  grain  and  provisions  was  greater  than  the  supply,  and 
marketing  was  done  early.  But  in  1917  the  situation  was  dif- 
ferent. For  patriotic  reasons,  the  farmers  supplied  themselves 
with  high  priced  equipment,  fertilizers,  and  the  like,  and  in- 
creased the  crop  acreage.  The  production  of  corn  alone  in  the 
state  of  Illinois  was  estimated  by  the  United  States  Department 
of  Agriculture  at  418,000,000  bushels,  against  300,000,000  the 
previous  year.  But  only  60.3  per  cent  of  the  1917  crop  was  esti- 
mated marketable  against  83.9  per  cent  of  the  previous  crop. 
The  unmarketable  conditions  of  a  large  portion  of  the  corn  crop 
prevented  the  farmers  disposing  of  this  portion  of  the  crop. 
This  created  a  heavy  demand  for  feeder  live  stock,  and  the 
Federal  Reserve  Agent  stated  in  December  that  "within  the  last 
month  or  two  a  very  strong  demand  has  arisen  in  the  country 
districts  for  funds  for  purchasing  cattle  and  hogs  to  thus  utilize 
this  otherwise  useless  product,"1  consequently  the  shipments  of 
feeding  cattle  from  Chicago  in  1917  were  357,808  head  against 
255,696  in  1916.2  The  price  of  live  stock  was  very  high  and  the 
outlays  were  very  large.  This  demand  came  about  the  same  time 
as  the  issue  of  the  second  Liberty  loan, — in  October,  which 
brought  a  heavy  burden  upon  the  local  banks,  quickly  using  up 
their  deposits  and  forcing  them  to  rediscount  more  paper  than 
usual.  Also,  in  the  northern  states  of  the  district,  beans,  pota- 
toes, and  vegetables  constituted  a  large  part  of  farm  products, 
and  these  suffered  from  early  frosts.  The  wheat  crop  was  about 
two-thirds  of  an  average  yield.  The  hay  crop  was  below  normal 
and  the  oats  crop  was  the  largest  on  record.  The  prices  were 
satisfactory  and  the  returns  equaled  the  ordinary  100  per  cent 
crop.3 

The  rediscounts  by  the  Chicago  bank  declined  to  11.7  per  cenl 
of  the  aggregate  for  all  the  Reserve  Banks  in  1918.  The  redis- 
counts showed  a  steady  increase  from  March  to  July.  It  was 
during  these  months  that  the  farmers  were  buying  heavily:  ma- 
chinery, fertilizers,  seed,  feeder  live  stock,  and  the  like. 

I"n   June   the    Federal   Reserve   Bulletin    stated    that    in    the 

i  Annual  Report  of  the  Federal  Reserve  Board,  HUT.  p.  434. 

2  Year  Book  of  Figures,  Pub,  Drovers'  Journal,  Chicago,  L920,  i>.  40. 
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Chicago  district  "agricultural  implement  manufacturers  are  able 
to  dispose  of  all  the  products  they  can  turn  out  under  the  exist- 
ing conditions  of  scarcity  of  labor,  material  and  transportation. 
Orders  arc  Ear  in  excess  of  their  ability  to  supply."  *  The  ship- 
ments of  feeder  cattle  from  the  Chicago  stock  yards  in  May, 
June  and  July  were  20,833;  23,433;  and  26,190,  against  12,383; 
11,328;  and  11,301,  the  previous  year,  and  stocker  and  feeder 
prices  were  $10.75;  $10.90;  and  $10.25,  against  $6.75;  $8.90,  and 
$8.50  in  1917/'  Perhaps  a  larger  amount  of  farmers'  paper  was 
rediscounted  than  would  have  been  had  the  third  Liberty  loan 
aot  been  floated  in  May.  The  .savings  of  the  farmers  and  local 
bankers  were  invested  in  Liberty  bonds  and  this  made  it  neces- 
sary  to  rediscount  larger  amounts  of  paper  than  usual.  At  the 
same  time  accumulations  of  rediscountable  paper  were  larger 
than  ever  before,  due  to  the  bringing  in  of  larger  volume  and  the 
increase  in  values. 

With  the  exception  of  the  usual  mid-summer  decline  iu 
August  when  the  farmers  are  doing  little  buying  the  remaining 
months  showed  very  high  rediscounts  with  the  peak  for  the 
year  in  October  at  $4,056,300.  During  these  latter  months  of 
the  year  the  moving  of  the  crops  and  the  placing  of  feeder  live 
stock  for  the  winter  required  a  large  amount  of  long  matur- 
ing paper.  In  October  when  the  largest  demands  were  evi- 
denced by  rediscounts  the  crop  moving  was  well  under  way,  but 
perhaps  the  fourth  Liberty  loan  which  was  floated  in  October 
was  responsible  for  forcing  an  unusually  large  amount  of  re- 
discounting  by  the  local  banks,  as  this  issue  came  at  the  time 
when  the  savings  of  the  rural  communities  were  at  their  lowest 
point  because  no.  appreciable  amount  of  the  summer  crops  had 
been  disposed  of,  and  the  recovery  from  the  spring  demands  and 
the  third  Liberty  loan  was  hardly  completed.  The  Federal 
Reserve  Agent  stated  that  "the  middle  of  the  year  found  prac- 
tically all  banks  in  the  district  short  of  surplus  funds  due  to 
their  absorption  by  the  successive  issues  of  Liberty  bonds  and 
anticipatory  issues  of  certificates  of  indebtedness  and  the  exceed- 
ingly large  requirements  of  essential  business.  This  condition 
made  recourse  to  the  Federal  Reserve  Bank  of  Chicago  impera- 

■i  Federal  Reserve  Bulletin,  June,  1918,  p.  .">•">". 

■  Yrar  Book  of  Figures,  Drovers'  Journal,  1920,  p.  40. 
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tive. "G  Also,  during  the  year  the  state  bank  membership  in- 
creased 217. " 

The  Chicago  bank's  rediscounts  of  farmers'  paper  maturing 
after  90  days  in  1919  were  $17,046,600  against  $18,271,000  .the 
previous  year.  The  normal  seasonal  cycles  seem  somewhat  dis- 
torted, perhaps  due  to  a  more  rigid  policy  on  the  part  of  the 
bank,  and  closer  scrutiny  of  paper  offered  for  rediscount. 

In  March,  1919,  the  rediscounts  were  $1,022,100  against  $502,- 
500  the  previous  year.  No  doubt  this  increase  is  entirely  due  to 
the  increase  in  rents  and  payments  on  mortgages  which  are  gen- 
erally settled  in  March.  The  rediscounts  for  the  spring  planting 
and  the  summer  work  do  not  compare  with  those  of  1918  because 
operations  on  the  part  of  the  farmers  were  slackened ;  a  strong 
financial  position  of  the  farmers  was  evidenced  after  the  pros- 
perity of  1918,  and  a  more  restrictive  policy  was  practiced  on 
the  part  of  the  bank.  The  May  rediscounts  were  $1,645,200 
against  $2,163,200  the  previous  year,  while  in  June  and  July  the 
rediscounts  declined  to  $847,700  and  $553,000,  respectively, 
against  $1,871,100  and  $2,363,000  the  previous  year.  But  in  the 
autumn  the  rediscounts  ran  about  the  same  as  the  previous  year 
except  for  the  month  of  October,  when  the  rediscounts  were 
$3,266,600  against  $4,056,300  in  1918.  That  is.  the  demand  for 
funds  to  harvest  and  market  the  crops  and  supply  the  farms 
with  feeder  live  stock  was,  in  the  aggregate,  about  the  same  for 
both  years. 

St.  Louis 

It  would  seem  that  this  bank  because  of  its  location  should 
handle  large  sums  of  this  class  of  paper.  The  agricultural 
pursuits  which  draw  heavily  upon  short-term  credit  are  in  this 
district — live  stock,  cotton,  tobacco  and  grain  farming.  But  the 
class  of  farming  is  poorer  in  this  district  than  in  the  adjoining 
districts  to  Southern  Illinois  ;in<l  I ndiana,  and  Tennessee.  Credil 
facilities  are  not  well  developed  and  confidence  is  not  strong. 
Also  much  of  tbe  paper  in  this  district,  as  cotton  and  tobacco 
warehouse  secured  notes,  is  classed  as  commodity  paper  and  most 
of  it  matures  within  90  days.    Then,  too,  industrial  and  mercan- 

•■  Annual  Repori  of  the  Federal  Reserve  Board,  1918,  pp.  5  12,  543. 

J  Ibid.,  |p.  5  in. 
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tilo  paper  has  very  Large  turnovers  in  this  district.  The  indus- 
trial  paper  accumulates  from  the  mining  and  manufacturing 

enterprises  which  are  rapidly  expanding  in  this  section  of  the 
country.  As  in  the  other  districts  these  latter  classes  of  paper 
are  rediscounted  and  the  proceeds  used  to  extend  credit  to 
farmers.     This  conceals  large  sums  of  agricultural  paper. 

The  peak  of  the  rediscounts  of  farmers'  paper  maturing  after 
90  days  in  the  St.  Louis  hank  in  1915,  was  reached  in  May,  at 
$105,600.  This  is  the  month  when  the  largest  amount  of  paper 
providing  for  the  planting  season  accumulates.  The  explana- 
tion for  the  peak  of  the  year  coming  in  the  spring  (May)  instead 
of  in  the  fall  (November)  is  perhaps  that  large  sums  of  the 
autumn  borrowing  by  farmers  for  feeding  and  marketing  or 
storing  crops  are  handled  by  middlemen,  Avhereas  the  burden  of 
the  spring  financing  is  left  to  the  farmer  on  his  own  initiative. 

In  1916  the  St.  Louis  Agent  reported  that:  "The  agricultural 
portions  of  the  district  are  in  especially  good  condition.  It  is 
true  that  the  major  crops — cotton,  corn,  wheat,  and  oats — 
showed  a  considerable  reduction  in  comparison  with  last  year, 
hut  this  was  made  up  in  the  prices  the  farmer  received  for  them. 
In  some  portions  of  the  district  farmers  paid  bonuses  to  the 
banks  to  take  up  their  loans  before  maturity  and  at  the  same 
time  increased  their  deposits  in  the  banks.  The  hay  crop  on  the 
whole  was  the  largest  ever  raised  and  this  means  that  there  is  an 
abundance  of  food  for  live  stock.  The  cotton  crop  in  this  dis- 
trict came  through  the  year  in  better  condition  than  in  other 
sections.  It  moved  very  rapidly,  and  the  banks  in  the  cotton 
sections  were  able  to  handle  the  situation  with  a  minimum  of 
outside  help.  .  .  . 

"The  receipts  of  cattle  at  the  St.  Louis  National  Stock  Yards 
increased  over  the  last  year  206,621  head,  and  the  shipments 
43.918  head;  receipts  of  hogs  increased  465,646  head,  and  the 
shipments  79,335  head ;  receipts  of  sheep,  22,697  head,  and  ship- 
ments 14,388  head;  receipts  of  horses  and  mules  decreased  3,794 
head,  and  the  shipments  11,628  head. 

' '  Postal  receipts  and  clearings  throughout  the  district  showed 
a  general  increase  for  the  year.  .  .  . 

"The  year  ended  with  all  the  banks  in  this  district  having  de- 
posits of  a  high  level.     The  rate  of  interest  to  customers  in  the 
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large  cities  declined  from  5  per  cent  to  4  and  4^  per  cent."8 
The  St.  Louis  bank's  rediscounts  sank  to  1.4  per  cent  of  the 
total,  or  $408,400  in  1917.  The  causes  for  this  decline  are  to 
be  found  in  the  general  economic  conditions  and  especially  those 
of  agriculture.  The  Federal  Reserve  Agent  reported  the  wheat, 
oats  and  corn  crop  in  excess  of  that  of  1916 ;  the  cotton  crop 
60  to  75  per  cent  of  the  previous  year,  and  the  tobacco  crop 
good.9  General  business  conditions  were  good,  buying,  selling, 
and  production  active,  throughout  the  year.  The  price  index  of 
all  crops  was  46.1  per  cent  higher  than  a  year  before.  Bank 
deposits  increased,  agricultural  products  sold  readily,  and  little 
paper  maturing  after  90  days  was  offered  for  rediscount.  On 
the  other  hand,  the  St.  Louis  bank  rediscounted  $427,277  in 
commodity  paper,  which  was  paper  secured  by  agricultural 
products,  as  cotton,  tobacco,  and  grain,  held  for  commercial  dis- 
position, all  of  which  was  within  the  90  days'  limit. 

In  1918,  from  March  until  August,  the  St.  Louis  bank's  re- 
discounts fluctuated  widely.  In  March  the  rediscounts  rose  to 
$678,600  against  $16,900  in  February.  In  April  and  May  the 
rediscounts  fell,  but  in  June  the  rediscounts  reached  the  high 
point  for  the  year  at  $2,059,800.  The  reasons  for  these  fluc- 
tuations and  the  divergence  of  the  rediscounts  of  the  latter  half 
of  the  year  from  the  normal  course,  are  found  in  the  abnormal 
circumstances  of  the  times.  The  rediscounts  in  March,  April, 
and  May  reflect  the  demands  for  fertilizers,  seed,  machinery,  and 
other  working  capital  by  the  farmers;  but  the  June  peak  is  the 
result  of  the  demand  for  harvesting  the  spring  wheat,  and  oats 
crop,  which  followed  the  floating  of  the  third  Liberty  loan  in 
May,  when  the  farmers  and  local  banks  alike  had  already  in- 
vested their  savings.  The  decline  in  rediscounts  for  the  latter 
half  of  the  year  corresponds  to  the  previous  year  and  is  ac- 
counted for  by  similar  conditions,  good  crops  and  very  high 
prices.  The  Federal  Reserve  Agent  reported  that  "the  crop  of 
winter  and  spring  wheat  in  this  district  was  considerably  larger 
than  that  of  last  year,  and  also  larger  than  the  average  for  the 
five  years  previous.  The  production  of  cotton  also  exceeds  that 
of  last  year  and  the  five  year  average.    The  corn  crop  was  a  good 

b  Annual  Report  of  Hie  Federal  Reserve  Board,  L916,  pp.  340-341. 
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deal  below  the  record  crop  of  1  !M  7,  but  only  slightly  less  than 
the  average  for  the  previous  five  years.  The  corn  in  this  <lis- 
t rift  was  greatly  damaged  during  the  summer  by  dry  and  ex- 
cessive temperature,  accompanied  by  hot  winds."1"  Obviously, 
the  prosperity  of  the  St.  Louis  district  is  indebted  to  the  bumper 
wheat  crop  and  the  ready  demand  for  it  at  the  Government  fixed 
price;  the  corn  crop  was  also  very  profitably  disposed  of  through 
high  priced  live  stock.  This  augmented  the  savings  of  the  agri- 
cultural classes  and  the  deposits  in  the  local  banks  until  they 
were  able  to  withstand  the  decline  in  the  autumn  cotton  prices. 
The  total  rediscounts  for  the  year  aggregated  $3,585,200,  or 
2.3  per  cent  of  the  aggregate  for  the  twelve  banks,  of  which 
$2,059,800  were  rediscounted  in  June.  In  1918  the  St.  Louis 
bank's  rediscounts  of  farmers'  paper  maturing  after  90  days 
declined  to  $1,210,200  against  $3,585,200  the  previous  year. 
This  situation  is  accounted  for  by  the  high  prices  and  ready 
market  for  all  farm  products.  The  Federal  Reserve  Agent  re- 
ported that  "the  prosperity  in  the  district  was  due  in  large 
measure  to  the  high  prices  received  for  its  farm  products.  While 
the  cotton  crop  was  short,  the  fifth  short  crop  in  succession,  yet 
the  exceptionally  high  prices  made  up  to  producers  in  value 
whatever  they  might  have  lost  in  quantity.  The  winter  wheat 
crop,  which  was  expected  to  be  unusually  large,  was  disappoint- 
ing, as  the  quality  of  the  grain  was  inferior  to  last  year's.  The 
yield  of  tobacco  was  larger  than  usual,  but  the  quality  was 
variable;  as  with  cotton,  however,  the  prices  were  higher  than 
ordinary.  The  corn  crop  was  somewhat  larger  than  last  year's 
and  also  beyond  the  five-year  average.  The  apple  yield  was  very 
satisfactory."31  As  in  the  Richmond  district,  the  rediscounts 
were  so  irregular  and  unusual  in  proportion  to  the  agricultural 
character  of  the  district,  that  the  data  is  hardly  sufficient  to  illus- 
trate the  normal  seasonal  cycles.  However,  the  peak  of  redis- 
counts came  in  July  at  $245,600;  this  was  also  the  peak  of  the 
marketing  season  in  the  district. 

Minneapolis 

In  1915  the  Minneapolis  bank  rediscounted  9.9  per  cent  of 

io  Annual  Report  of  the  Federal  Reserve  Board,  101S,  pp.  582-583. 
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the  total  farmers'  paper  maturing  after  90  days  for  the  Reserve 
Hanks.  The  largest  rediscounts  in  this  district  come  at  the 
seasons  when  the  crops  are  being  made,  harvested,  and  stored. 
The  district  is  peculiarly  a  grain  growing  region;  and  spring 
wheat  is  the  most  important  crop.  The  heaviest  borrowing  for 
making  this  crop  seems  to  come  in  May  and  June.  At  this 
season  the  largest  sums  of  farmers'  paper  maturing  after  90 
days  are  forced  in  to  the  Federal  Reserve  Bank.  Another  period 
of  large  rediscounts  of  farmers'  paper  comes  in  the  autumn 
about  November.  This  is  the  season  when  the  borrowing  is  the 
heaviest  for  financing  the  harvesting,  marketing,  and  storing  of 
crops. 

In  1916  the  Minneapolis  bank  increased  its  rediscounts  to  12.2 
per  cent  of  the  total  for  all  Reserve  Banks.  The  seasonal  cycles 
were  normal  and  about  the  same  as  the  previous  year.  The 
autumn  rediscounts  were  materially  reduced,  due  to  high  prices 
and  a  ready  market  for  the  farm  products.  The  Federal  Re- 
serve Agent  reported  the  agricultural  conditions  unfavorable, 
due  to  a  severely  cold  winter  and  a  hot,  dry  summer.  The  dis- 
trict had  a  shortage  of  100,000,000  bushels  in  the  wheat  crop. 
However,  prices  for  wdieat  and  other  crops  were  very  high,  which 
relieved  the  depression  that  would  otherwise  have  followed.  The 
Federal  Reserve  notes  issued  to  finance  the  moving  of  the  crops 
were  $8,500,000  against  $8,000,000  the  previous  year,  when  the 
crops  were  physically  much  larger. 

The  improved  purchasing  power  of  the  farmer  was  very  no- 
ticeable, and  the  city  and  country  banks  alike  were  in  a  strong 
financial  position  throughout  the  year,  with  small  occasion  to  re- 
discount paper.  Deposits  were  substantially  increased.  The 
number  of  member  hanks  increased  26  and  the  total  deposits  of 
the  member  banks  had  increased  almost  one  hundred  million 
dollars.12 

The  Minneapolis  bank  began  the  year  1917  with  the  volume 
of  fanners'  paper  decreasing,  due  to  the  prosperity  of  the  previ- 
ous year,  together  with  the  normal  sag  in  agricultural  activities 
at  this  season.  However,  the  rediscounts  were  very  heavy  in 
June  and  July,  more  than  a  million  dollars  in  value  each  month. 
In  November  and  December  the  rediscounts  were  also  very  large. 

12  Annual  Report  of  the  Federal  Reserve  Board,  L916,  pp.  367-369, 
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The  total  rediscounts  Eor  the  year  were  $5,551,800,  or  19.9  per 
rent  of  the  aggregate  for  all  banks.  This  was  a  very  large  in- 
crease  over  the  previous  year.  The  Federal  Reserve  Bank  is 
perhaps  responsible  Eor  the  large  rediscounts  in  May,  June,  and 
July.  "Upon  the  request  of  business  men  and  bankers,  the 
Chairman  and  Federal  Reserve  Agent  called  a  conference  at 
Fargo,  North  Dakota,  on  April  15,  as  the  result  of  which  a 
short  and  active  campaign  was  conducted  throughout  all  the 
agricultural  sections,  resulting  in  North  Dakota  alone  in  the 
planting  of  1,000,000  acres  of  additional  crop.  There  were  con- 
siderable increases  in  other  parts  of  the  district."13  This  in- 
creased acreage  required  heavy  outlays  for  fertilizers,  equip- 
ments, operating  expenses,  and  the  like.  None  of  the  loans  for 
these  purposes  could  ordinarily  be  paid  until  the  crops  were 
sold,  which  required  loans  for  a  term  longer  than  90  days. 

The  grain  crops  of  the  district  were  seriously  damaged  by 
hot,  dry  weather,  and  the  corn  was  further  damaged  by  freez- 
ing weather  in  October  followed  by  foggy  days  in  November, 
which  resulted  in  much  loss  from  cold. 

Along  with  these  unfavorable  conditions  the  Government  fixed 
the  price  of  wheat,  effective  September  1,  at  $2.17  a  bushel  at 
Minneapolis.  Other  small  grains  and  corn  were  not  affected 
by  the  price  control,  but  the  market  price  of  wheat  was  consid- 
erably reduced.  This  disturbed  the  normal  relations  between 
wheat  prices  and  that  of  other  grains,  wheat  becoming  relatively 
cheap  by  comparison. 

"Although  the  crop  production  was  less  than  normal  the  increased 
eosl  of  planting,  cultivating,  and  harvesting  showed  itself  in  an  active 
demand  upon  member  banks  throughout  the  greater  part  of  the  year. 
necessitating  a  larger  degree  of  support  from  the  Federal  Reserve 
Bank  than  at  any  other  time  before  in  its  history.  The  effect  of  this 
domain  is  shown  in  the  tabulation  of  the  rediscount  operations  of  the 
Federal  Reserve  Bank  during  the  year,  and  in  the  large  increase  in 
Federal  Reserve  notes  outstanding,  issued  to  and  utilized  by  its  mem- 
bers in  very  large  part  to  support  agricultural  operations  and  move 
the  fall  crops.  As  in  the  previous  year,  crop  moving  demands  were 
promptly  taken  care  of  without  recourse,  as  during  the  period  prior 
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to  the  establishment  of  the  Federal  Reserve  system,  to  currency  ship- 
ments from  Eastern  money  centers.''  14 

In  1918,  the  Minneapolis  bank  rediseounted  $18,152,500  farm- 
ers' paper  maturing  after  90  days,  against  $5,531,800  the  previ- 
ous year.  The  peak  of  the  rediscounts  was  in  July  at  $4,020,900. 
During  the  last  quarter  of  the  year,  the  rediscounts  increased, 
but  not  in  comparison  with  the  previous  year.  In  fact,  the 
seasonal  cycles  of  the  rediscounts  in  1918  were  distorted  from  the 
normal  trend.  The  heavy  volume  of  rediscounts  in  May,  June, 
and  July  were  the  results  of  the  endeavors  of  the  farmers  to 
plant  a  larger  acreage  of  crops  than  ever  before,  and  in  the  face 
of  the  unsatisfactory  conditions,  the  previous  year,  the  Federal 
Eeserve  Agent  reported  that 

"in  the  western  portion  of  the  district,  there  were  large  areas  where 
the  1917  crop  was  short.  Fall  and  early  winter  conditions  in  that  year 
practically  ruined  the  available  supply  of  seed  corn,  and  the  spring 
planting  season  of  191S  brought  on  a  very  severe  shortage.  The  Fed- 
eral Reserve  Bank  and  other  interests  were  obliged  to  make  the  closest 
investigation  as  to  available  seed  supplies,  but  by  means  of  energetic 
cooperation  were  able  to  locate  and  advertise  all  the  seed  within  the 
district  that  could  be  spared  for  shipment.  By  effecting  proper  dis- 
tribution, sufficient  seed  was  obtained  to  plant  a  normal  acreage,  and 
the  1918  crop  was  very  large  and  of  good  quality.  In  common  with 
corn  other  seed  was  high  in  price.  The  demands  of  the  spring  planting 
season  put  an  unusually  heavy  burden  on  all  commercial  banks,  re- 
flected in  a  sharp  rise  of  the  rediseounted  paper  of  the  Federal  Re- 
serve Bank  in  April,  followed  by  a  steady  and  rapid  increase,  which 
continued  until  after  harvest  in  the  fall.  "With  the  beginning  of  the 
movement  of  the  new  crop  there  was  a  rapid  liquidation  and  the 
amount  of  rediseounted  paper  fell  off  to  moderate  figures  in  De- 
cember." lB 

The  Agent's  explanation  of  the  movement  of  rediscounts  is 
conclusive.  The  member  banks  were  subjected  to  heavier  de- 
mands than  for  any  previous  year,  due  to  the  unsatisfactory 
crop  conditions  in  1917  and  the  Liberty  loans  which  absorbed  the 
savings  of  the  public  and  the  bank  deposits;    however,    in  the 

14 Annual  Report  of  the  Federal  Reserve  Hoard,  1917,  p.  i^<*» 
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autumn  of  1918,  when  the  crops  began  to  move,  the  farmer's 
income  was  Buch  thai  he  was  able  to  meel  his  current  expenses 
and  liquidate  his  bank  indebtedness.  Consequently  the  redis- 
counts of  agricultural  paper  were  not  Large  in  the  autuiuu. 

The  Minneapolis  hank  rediscounted  a  much  larger  volume  of 
farmers'  paper  in  1919  than  in  the  previous  year.  In  1910  the 
monthly  rediscounts  of  paper  maturing  after  90  days  aggregated 
$8,428,000.  The  previous  year,  the  peak  of  rediscounts  was  in 
duly,  with  no  material  demand  In  the  autumn  for  harvesting 
and  marketing  the  crops.  Tn  1919  the  months  of  largest  redis- 
counts were  May,  $1,730,000;  November,  $1,679,100,  and  De- 
cember,  $1,515,000.  Why  this  difference  in  the  demands  by 
farmers  for  loan.s  in  the  two  years?  The  causes  for  the  demands 
the  previous  year  have  been  explained.  In  1919  the  farmers  did 
not  need  to  borrow  such  large  amounts  for  production  pur- 
poses, because  of  the  financial  success  the  previous  year.  The 
Federal  Reserve  Agent,  in  reporting  the  conditions  of  agricul- 
ture for  the  year,  stated  that  "the  acreage  of  new  crop  was 
satisfactory,  and  conditions  during  the  early  growing  season 
were  favorable.  In  June,  the  adverse  effects  of  the  dry  weather 
began  to  appear  in  the  western  half  of  North  Dakota  and  in 
Montana,  followed  by  serious  damage  to  North  Dakota  crops  by 
grasshoppers.  Montana  suffered  from  an  almost  total  lack  of 
rain  during  the  growing  season,  and  crops  were  a  failure,  fol- 
lowed by  very  poor  range  conditions,  which  in  the  fall  necessi- 
tated large  shipments  of  stock  out  of  the  state  on  account  of  a 
shortage  of  feed.  Much  the  same  conditions  existed  in  western 
North  Dakota,  which  also  sent  out  a  considerable  amount  of  live 
stock.  Early  winter  conditions  throughout  the  entire  western 
half  of  the  district  were  unusually  severe." 

The  unseasonable  weather  brought  hardship  to  many  parts 
of  the  district,  and  compelled  the  farmers  to  borrow  large 
amounts  in  spite  of  the  previous  year's  success.  In  the  autumn, 
the  early  winter  caused  great  damage  to  live  stock  and  crops 
and  tied  up  transportation  facilities  until  prompt  marketing  was 
impossible.  In  evidence  of  this,  the  Federal  Reserve  Agent 
stated  that  "the  serious  car  shortage  .  .  .  interfered  with  the 
movement  of  grain,  farm  produce,  and  commodities.  During 
the  last  quarter  of  the  year,  the  transportation  was  such  as  to 
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prevent  the  annual  seasonal  liquidation  which  at  the  close  of 
the  year  was  three  months  delayed.  As  a  consequence,  the  com- 
mercial banks  and  the  Federal  Reserve  Bank  were  subjected  to 
a  severe  strain,  due  to  the  unusual  financing  requirements." 
This  situation  explains  the  heavy  rediscounts  at  the  end  of  the 
year  of  farmers'  paper  maturing  after  90  days.  It  also  fur- 
ther shows  the  ability  of  the  Federal  Reserve  System  to  help 
out  in  emergencies,  and  its  accommodating  practices.  The  car 
shortage  was  caused  by  the  bad  weather  and  the  nation-wide 
coal  strike,  over  which  neither  the  farmers  nor  the  Federal  Re- 
serve Bank  had  any  control.  However,  the  Federal  Reserve 
Bank,  by  rediscounting  the  farmers'  paper  for  its  member  banks, 
saved  them  from  making  large  sacrifices  and  suffering  heavy 
losses. 


CHAPTER  XIV 

VARIATION  IN  PAPER  REDISCOUNTED  BY  FEDERAL 
RESERVE  BANKS  (Continued) 

Kansas  City,  Dallas,  and  San  Francisco 

Kansas  City 

In  the  Kansas  City  bank  district,  the  finishing  of  winter-fed 
live  stock  for  market,  the  purchase  of  spring  grazing  stock,  and 
the  preparation  for  spring  planting  begin  in  February. 

The  Kansas  City  bank's  rediscounts  declined  to  $46,400  in 
May,  1 1)1  r>.  and  then  steadily  increased,  topping  the  year  with 
$383,900  in  November.  This  reverse  situation  was  due  to  the 
predominance  of  grain  growing  and  live  stock  feeding.  The 
grain  paper  for  the  previous  year  in  this  district  had  been  grad- 
ually liquidated,  but  the  new  harvesting  season  for  which  bor- 
rowing began  in  June,  created  large  sums  of  grain  paper  for 
rediscount  because  the  price  of  No.  2  red  winter  wheat  at  Chicago 
sank  from  $1.60  a  bushel  in  April  to  $1.19  in  October,  and  large 
supplies  were  held  in  storage.  The  winter  feeding  of  live  stock  is 
a  very  important  business  in  the  Kansas  City  district.  In  1913 
it  was  estimated  that  from  200  to  225  million  dollars  were  loaned 
annually  on  feeder  live  stock  at  the  Kansas  City  stock  yards 
alone.  In  the  fall  of  1915  the  price  of  live  stock  began  to  rise, 
and  this  encouraged  feeding,  which  resulted  in  the  creation  of 
large  sums  of  cattle  feeders'  paper  for  rediscount.  The  redis- 
counts began  to  decline  in  December,  which  indicated  the  liqui- 
dation of  grain  and  cotton  paper. 

The  Kansas  City  bank  rediscounted  more  farmers'  paper 
in  1916  than  in  the  preceding  year.  The  Federal  Reserve  Agent 
reported  the  most  active  and  prosperous  commercial  condition 
in  the  history  of  that  section  of  the  country.  While  agricultural 
production  was  not  as  large  as  usual,  prices  were  high,  and 
farmers  prospered  as  never  before.  Live  stock  sold  at  high 
prices  and  record  receipts  were  broken.    Bank  deposits  were  un- 
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precedented.  This  accounts  for  the  decline  in  the  farmers' 
paper,  rediscounted  in  the  autumn  of  1916  when  compared  with 
the  previous  year,  and  the  deviation  of  the  seasonal  cycle  from 
the  normal  trend. 

The  seasonal  cycles  in  the  Kansas  City  district  were  very  much 
distorted  from  their  normal  course  by  abnormal  conditions  in 
1917.  Due  to  the  high  prices  of  the  previous  year,  the  year 
opened  very  prosperously.  The  savings  and  bank  deposits  of  the 
agricultural  classes  were  the  largest  in  history.  The  Federal 
Reserve  Bank  entered  the  year  with  very  low  rediscounts  in 
agricultural  paper.  However,  they  began  to  increase  in  April 
and  continued  until  July  when  they  reached  the  largest  volume 
in  the  year  up  to  November.  The  April,  May,  June,  and  July 
increases  in  rediscounts  may  be  attributed  to  several  causes,  as 
the  purchase  of  fertilizers,  farm  equipment,  and  the  planting  of 
the  crops.  Also,  the  first  Liberty  loan,  floated  in  June  of  that 
year,  no  doubt  had  some  influence,  as  the  farmers,  in 
order  to  be  patriotic,  used  their  savings  to  buy  bonds  and 
borrowed  to  make  the  crops.  The  banks  invested  their  deposits 
heavily  in  Liberty  bonds,  which  gave  an  added  stimulus  to  pass- 
ing the  local  paper  on  to  the  Federal  Reserve  Bank.  The  redis- 
counts then  tumbled  in  August,  but  increased  slowly  in  Sep- 
tember, and  reached  $327,200  in  October.  In  November  and 
December  the  rediscounts  broke  all  former  records  and  were  for 
these  months  respectively,  $1,201,600  and  $1,847,800  against 
$72,400  and  $34,400  the  previous  year. 

These  conditions  are  accounted  for  in  the  agricultural  situa- 
tion, and  the  financial  conditions  brought  on  by  the  war.  The 
wheat  crop  in  the  Kansas  City  bank  district  was  about  two- 
thirds  that  of  the  previous  year.  ''From  September  6  to  Octo- 
ber 8,  the  local  market  received  approximately  2,500,000  bushels, 
against  8,500,000  a  year  ago."1  The  corn  crop  was  injured  by 
early  frosts,  but  the  crop  in  bushels  was  50  per  cent  over  the 
previous  year;  however,  prices  were  so  high  that  local  dealers 
bought  slowly.  For  patriotic  reasons,  a  larger  crop  of  fall  wheat 
was  sown  than  ever  before.  Missouri  reported  an  increase  of  :'>7 
per  cent  in  acreage.  At  the  end  of  October,  "the  visible  supply 
of  wheal  was  one-twentieth  of  that  for  a  year  ago,  ami  of  corn, 

i  Tin.'  Federal  Reserve  Bulletin,  November,  L917,  j>.  893. 


1st  BANK  CREDIT  AND  AGRICULTURE 

four-fifths." a  Through  the  summer,  the  movement  of  live 
stork  to  market  was  strong,  due  to  dry  weather  and  short  pas- 
ture east  of  the  Rocky  Mountains,  hut  the  autumn  brought  a 
reverse  movement  of  stock  cattle  for  feeding  purposes,  due  to 
the  la  rue  amount  of  soft-corn  to  be  utilized  in  feeding  on  the 
farms.  This  latter  movement  created  a  large  amount  of  live 
stork  paper  for  rediscount.  The  agricultural  paper  secured  by 
live  stock  rediscounted  by  the  Kansas  City  bank  for  the  year 
aggregated  $10,280,112.89.  The  major  part  of  this  was  redis- 
counted in  the  latter  months  of  the  year  because  this  paper 
included  both  that  maturing  within  and  after  90  days,  and  the 
total  rediscounts  by  this  bank  did  not  pass  the  ten  million  mark 
until  May.  But  this  class  of  paper  was  so  large  and  the  agri- 
cultural paper  rediscounted  with  no  security  only  aggregated 
$1,832,658.42  that  it  is  reasonable  to  believe  that  most  of  the 
paper  maturing  after  90  days  was  secured  by  live  stock. 

Along  with  the  bad  agricultural  season,  the  heavy  autumn 
purchases  of  feeder  cattle  to  consume  the  soft  corn  in  the  district, 
the  increase  in  the  winter  wheat  acreage  which  drew  heavily 
upon  the  farmers'  savings  and  bank  deposits,  and  the  second 
Liberty  loan  in  October,  should  not  be  overlooked.  Both  the 
farmers  and  local  bankers  subscribed  heavily  to  this  loan,  and 
this  tended  to  increase  the  farmers'  borrowing  for  other  pur- 
poses; thus,  the  local  bank  was  inclined  to  shift  more  rediscount- 
able  paper  than  usual  over  to  the  Federal  Reserve  Bank  in  order 
to  perform  its  patriotic  duty. 

in  1918  the  Kansas  City  bank  had  a  record  year  for  reclis- 
counting  farmers'  paper  maturing  after  90  days.  The  total 
monthly  rediscounts  of  this  class  of  paper  aggregated  $61,- 
2-41,500  against  $5,604,500  the  previous  year,  or  39.2  per  cent  of 
the  total  rediscount  for  all  Federal  Reserve  Banks  against  19.3  in 
1917. 

The  seasonal  cycles  in  1918  were  the  same  as  in  1917.  The 
months  of  highest  rediscounts  during  the  first  half  of  the  pro- 
ducing season  were:  May,  $15,052,500;  June,  $7,151,200,  and 
July,  $8,448,600.  The  latter  half  of  the  year,  the  months  of 
highest  rediscounts  were:  October,  $4,666,100,  and  November, 
$6,711,600. 

2Tlic  Federal  Reserve  Bulletin,  December,   1917,  p.  GOG. 
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It  was  a  year  of  unprecedented  prosperity  in  the  Kansas  City 
district.  The  Federal  Reserve  Agent  stated  that  "the  district 
.  .  .  sent  to  its  six  market  cities  approximately  26,288,000  meat 
animals,  as  against  22,847,000  in  1917 ;  the  increase  heing  1,055,- 
000  cattle,  2,104,000  hogs,  and  281,000  sheep,  which  enabled  the 
meat  packing  plants  to  turn  out  by  far  the  largest  volume 
of  products  in  any  twelve-months'  period.  In  spite  of  a  long 
season  of  dry  weather,  which  cut  down  the  corn  crop  to  50  per 
cent  of  normal,  and  also  affected  other  crops,  the  year  brought 
to  the  six  markets  of  the  district  the  largest  movements  of  grains 
and  foods  in  any  one  year.  .  .  . 

"The  vast  volume  of  business  which  was  recorded  for  1918 
naturally  opened  up  new  and  larger  problems  for  bankers  and 
called  for  business  and  crop  financing  on  a  larger  scale  than  any- 
thing before  attempted. ' ' 3 

The  drought  of  1917  left  the  farmers  without  funds  and 
necessitated  borrowing  for  the  larger  part  of  their  productive 
enterprises,  at  a  time  when  they  were  practically  obliged  to  buy 
Liberty  bonds,  War  Savings  Stamps,  and  the  like,  as  well  as 
produce  a  larger  crop  acreage  than  ever  before.  This  necessi- 
tated their  borrowing  for  a  large  part  of  their  farm  operations 
in  1918,  which  accounted  for  the  large  amount  of  agricultural  and 
live  stock  paper  rediscounted  in  this  district. 

Again,  in  1919,  the  Kansas  City  bank  led  in  the  amount  of 
agricultural  and  live  stock  paper  maturing  after  90  days,  re- 
discounted,  at  .+52,243,100,  or  41.7  per  cent  of  the  total  redis- 
counts of  all  the  Federal  Reserve  Banks.  It  is  interesting  to 
note  that  the  Kansas  City  and  San  Francisco  districts  lead  in  the 
value  of  agricultural  and  live  stock  paper  rediscounted  by  the 
Federal  Reserve  Banks  in  1919.  These  two  banks  and  the  Dallas 
bank  rediscounted  73.7  per  cent  of  the  total.  One-fourth  of 
the  banks  rediscounted  almost  three-fourths  of  the  long- 
maturing  farmers'  paper.  It  is  easy  to  understand  why 
these  three  banks  rediscount  such  a  large  amount  of  agri- 
cultural and  live  stock  paper,  because  the  principal  industries 
of  these  districts  are  agricultural.  But  it  is  not  quite  so  clear 
why  the  Minneapolis,  St.  Louis,  Atlanta,  and  Chicago  banks  re- 
discounted   such    a   small    amount    of    farmers'    long-maturing 

:;  Annual  Report  of  the  Federal  lioserve  Board,   1916,  p.  (>.r>4. 


1st;  B  W'K  CREDIT  .WD  AGRICULTURE 

paper,  because  the  magnitude  of  the  agricultural  activities  in 
any  one  of  these  banks'  districts  would  rival  or  even  exceed 
that  of  either  tin-  Kansas  City,  S;m  Francisco,  or  Dallas  dis- 
trict.    Perhaps  it    is  due  to  the   Oacl    that  the  latter  districts 

are  newer,  more  sparsely  settled,  less  adequately  provided  with 
local  banking  facilities  and  circulating  capital. 

The  Kansas  City  bank  Eaced  a  demand  for  rediscounting  large 
amounts  of  farmers'  paper  at  the  beginning  of  the  year  1919, 
due  to  the  destruction  by  drought  during  the  previous  year. 
In  January,  the  rediscounts  were  $4,602,000  against  $1,909,000 
in  1918.  These  heavy  demands  were  for  reconstructing  the 
drought-stricken  agricultural  areas.  New  breeding  stock  and 
feeders  had  to  be  imported  from  other  parts  of  the  country. 

The  seasonal  cycles  were  less  irregular  than  those  of  the  previ- 
ous year.  The  peak  of  the  year  was  in  June,  with  rediscounts  at 
$8,942,800,  with  the  second  largest  volume  of  rediscounts  in  De- 
cember, at  $6,204,600.  In  1918,  the  spring  and  fall  peaks  came  in 
May  and  November.  This  difference  is  a  problem  of  the  weather 
conditions,  over  which  neither  the  farmers  nor  the  bankers  have 
any  control.  The  volume  of  paper  rediscounted  the  first  half 
of  the  year  was  less  than  in  1918,  perhaps  due  to  a  slight  cur- 
tailment in  farm  operations,  as  a  relaxation  from  the  war  pro- 
duction ;  and  also  to  the  more  critical  attitude  taken  by  bankers 
in  regard  to  loans.  But  in  the  autumn  the  volume  of  redis- 
counts exceeded  those  of  the  previous  year.  The  reason  for  this 
is  not  remote.  Funds  required  to  move  the  crops  and  purchase 
feeder  live  stock  were  increased  because  the  1919  crops  were 
excellent,  and  the  rain  and  pasturage  plentiful. 

In  reporting  conditions  in  the  tenth  district,  in  November, 
the  Federal  Reserve  Agent  stated:  "That  1919  has  been  a  good, 
all-round  year  agriculturally  was  disclosed  in  a  practical  way  at 
the  International  Soils  Product  Show,  in  Kansas  City,  where 
the  products  of  this  district  came  in  competition  with  those  of 
the  irrigated  sections  of  Arizona  and  the  fertile  lands  of  Mani- 
toba, and  other  favored  sections  of  this  country.  Kansas,  Okla- 
homa, and  Colorado  each  had  wonderfully  fine  prize-winning  ex- 
hibits, while  several  of  the  counties  and  sections  of  other  states 
of  this  district  also  had  remarkable  exhibits."4 

4  Bulli'tin  of  the  Federal  Reserve  Board,  November,  1019,  p.  1034. 
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Dallas 

The  Dallas  bank  is  located  in  a  district  where  cotton,  live  stock, 
fruit,  and  vegetable  production  are  the  predominating  industrial 
pursuits.  The  supplying  of  funds  for  producing  the  annual 
cotton  crop  reaches  its  highest  point  in  May.  During  the  months 
of  February,  March,  and  April,  the  financing  of  the  vegetable 
growers  and  the  payments  on  the  spring  leases  are  provided 
for ;  then  follows  the  supplying  of  equipment  and  fertilizers 
and  the  planting  of  the  cotton  crop  in  May.  Also  during  the 
months  from  April  to  July,  the  placing  of  summer  grazing  cattle 
on  the  Texas  ranches  requires  millions  of  dollars  in  six-month 
live  stock  paper.  A  large  portion  of  this  is  provided  by  the 
cattle  loan  companies,  commission  firms,  and  private  cattle 
dealers;  but  the  farmers  who  deal  directly  are  financed  by  the 
local  banks,  and  it  is  only  this  class  of  paper  maturing  after  90 
days,  and  rediscounted,  of  which  we  have  any  record.  The 
autumn  demand,  which  swells  the  rediscounts  in  November  and 
December,  is  primarily  for  the  purpose  of  harvesting  and  storing 
the  cotton  crop  and  the  placing  of  feeder  live  stock  for  the 
winter. 

The  cotton  paper  rediscounted  in  the  autumn  of  1915  was  un- 
usually large  because  of  the  international  situation  which  seri- 
ously disturbed  the  foreign  markets.  However,  almost  all  of  the 
cotton  crop  passes  out  of  the  farmers'  control  shortly  after  it 
is  harvested.  It  is  stored  and  held  in  licensed  warehouses,  the 
paper  for  which  is  generally  within  the  90  days'  limit,  and  is 
rediscounted  as  commercial  paper.  The  Dallas  bank  in  1915  re- 
discounted a  total  of  $8,652,700,  30  to  60  day  paper,  and  $9,519,- 
500,  60  to  90  day  paper,5  the  larger  portion  of  which  was  re- 
discounted in  the  autumn  months  and  undoubtedly  was  secured 
by  stored  cotton.  The  late  summer  decline  in  the  Dallas  bank's 
rediscounts  reached  its  lowest  ebb  in  October. 

The  Federal  Re.se rve  Agent  of  the  Dallas  bank  in  1916  re- 
ported trade  conditions  "more  than  could  reasonably  be  hoped 
for";  crops  were  good,  the  live  stock  industry  prospered,  and 
prices  were  high.    Oklahoma  alum'  produced  $400,000,000  worth 

Of    COttOn.       These    conditions    were    reflected     ill    the    deposits    in 

all  the  banks  in  the  district.     <>n  October  16,  the  increase  in 
5  Annual  Reporl  of  the  Federal  Reserve  Board,  L915,  p.  87 
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deposits  of  member  hanks  in  the  Reserve  Banks  of  Dallas,  Fort 
Worth,  Waro.  San  Antonio.  Houston,  and  Galveston,  over  like 
figures  for  the  corresponding  date  in  1915,  amounted  to  more 
than  $80,000,000,  and  in  Dallas  alone  the  increase  was  more  than 
$25,000,000.  In  Houston,  the  increase  was  said  to  have  been 
even  Larger.  The  gain  in  all  the  banks  in  the  state  was  esti- 
mated at  70  per  cent."  Tills  prosperous  condition  of  agricul- 
ture, the  increase  in  the  farmers'  income  and  the  banks'  de- 
posits, explain  the  decline  in  farmers'  paper  offered  for  redis- 
count at  the  Federal  Reserve  Bank. 

In  1917,  the  rediscounts  of  the  Dallas  bank  showed  a  decline 
over  the  previous  year.  The  reasons  for  the  general  falling  off 
in  rediscounts  are  found  in  the  general  economic  conditions  and 
particularly  in  agriculture.  The  Federal  Reserve  Agent  re- 
ported a  year  of  very  thriving  business,  in  spite  of  the  serious 
injury  to  crops  by  drought  in  some  sections.  In  Texas  the 
drought  was  considered  the  wTorst  in  the  history  of  the  state ;  the 
cotton  growing  districts  particularly  suffered ;  some  of  the  best 
cotton  growing  sections  produced  no  crop.  The  production  of 
wheat  and  oats  was  below  the  average,  but  the  prices  ranged 
from  25  to  100  per  cent  higher  than  the  previous  year,  and  the 
increase  in  value  more  than  offset  the  decrease  in  yield.  The 
live  stock  industry  prospered,  except  in  particular  sections  for 
lack  of  rain.  Prices  for  all  classes  of  live  stock  reached  record 
figures,  and  the  stockmen  prospered.  All  other  industries  in 
the  district  were  active  and  reaped  the  benefits  of  high  prices. 

The  banks  entered  the  year  carrying  the  heaviest  deposits  in 
their  history,  and  the  seasonal  demands  were  met  without  dis- 
turbance. Rates  for  money  were  low  and  fluctuated  little  dur- 
ing the  year.  Clearings  at  the  principal  cities  in  the  first  eleven 
months  increased  34  per  cent  over  the  same  period  the  previous 
year,  and  post  office  receipts  showed  a  very  heavy  increase  over 
1916.7 

In  1918,  the  Dallas  bank  rediscounted  $23,066,400  against 
$5,126,500  the  previous  year.  The  per  cent  of  the  total  redis- 
counts of  all  the  Federal  Reserve  banks  was  14.5  per  cent, 
against  17.6  per  cent  the  previous  year.     While  the  rediscounts 

» Annual   Report   <>f  flic  Federal  Reserve  Board,  191G,  pp.  415-417. 
'  Ibid.,   1917,  pp.  536-38. 
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of  the  Dallas  bank  increased  to  nearly  four  times  that  of  the 
previous  year,  the  proportion  to  the  total  for  all  banks  was  less. 
In  1918,  the  July  peak  showed  rediscounts  of  $3,600,700  against 
$813,900  the  previous  year;  and  the  December  peak,  $3,331,100 
against  $715,100.  The  reason  for  these  increases  in  the  farmers' 
demand  is  the  amalgamation  of  the  economic  conditions  for  the 
two  consecutive  years.  In  1917,  the  situation  in  the  Dallas  dis- 
trict was  similar  to  the  condition  described  in  the  Minneapolis 
district,  or  even  worse,  in  respect  to  live  stock  and  grain  in  the 
drought-stricken  areas.  In  1918,  drought  prevailed  again 
throughout  the  western  and  southwestern  portions  of  the  dis- 
trict, and  the  crop  conditions  throughout  the  district  were  un- 
satisfactory. The  yield  of  all  crops  was  much  below  that  of  the 
previous  year. 

Like  the  crops,  the  cattle  and  sheep  industry  was  seriously 
injured  by  drought.  "Poor  ranges  and  high  prices  of  feed  have 
forced  many  stockmen  to  sacrifice  their  herds;  market  receipts 
reflecting  this  condition  have  been  very  heavy,  and  consisted 
principally  of  stock  cattle  in  an  unfinished  shape,  sacrificed  by 
stockmen  on  account  of  the  high  price  of  feed."8  But  the  poor 
agricultural  conditions  were  offset  by  the  oil  booms  and  prosper- 
ous business  conditions  in  the  large  cities. 

Postal  receipts  for  the  first  eleven  months  increased  11.3  per 
cent  over  the  same  period  for  the  previous  year,  and  bank  clear- 
ings at  the  same  cities,  16.7  per  cent.9 

High  prices  and  prosperous  industrial  conditions,  as  a  result 
of  the  war,  seem  to  be  all  that  saved  this  district  from  famine. 
The  farmers  were  virtually  carried  by  the  banks. 

The  Dallas  bank  rediscounted  $25,607,900  farmers'  paper  ma- 
turing after  90  days  in  1919,  against  $23,066,100  the  previous 
year.  The  order  of  rediscounts,  however,  was  very  different 
from  that  of  1918.  The  peak  of  the  rediscounts  in  1919  was  in 
the  month  of  January  at  $1,602,000  against  $832,500  the  previ- 
ous year.  The  first  seven  months  of  the  year,  the  rediscounts 
were  more  than  two  million  each  month,  and  in  April  and  May 
more  than  three  million,  but  declined  sharply  the  last  five 
months  of  the  year,  showing  a  very  moderate  demand  for  the 

Annual   Reporl  of  the  Federal   Reserve  Board,   1918,  p.  689, 
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crop  uioviug;  whereas,  the  previous  year,  the  autumn  demand 
was  very  Large,  showing  the  second  highesl  peak  of  rediscounts 
in  December  at  $4,443,100,  against  $955,400  in  1919.  This 
change  in  the  rediscounts  is  due  to  changes  in  the  conditions  of 
agriculture.  It  will  be  remembered  that  1918  was  a  drought- 
stricken  year  for  a  large  part  of  the  Dallas  district,  and  the 
year  1919  opened  with  the  farmers  in  the  buyers'  market.  This 
accounts  for  the  large  rediscounts  in  January. 

With  tin-  exception  of  unfavorable  rainy  weather,  1919  was  a 
prosperous  season  for  the  farmers  of  the  Dallas  district.  The 
Federal  Reserve  Agent,  in  summarizing  conditions,  said: 
"Spring  business  opened  up  well,  and  agricultural  prospects  be- 
gan to  improve  after  a  very  excellent  winter  .season.  The  wheat 
and  oat  crops  were  probably  the  heaviest  in  the  history  of  the 
district,  but  much  of  the  grain  was  lost  through  inability  to  har- 
vest it.  Heavy  rains  during  the  harvesting  season  prevented 
threshing,  and  several  million  bushels  of  grain  were  left  in 
the  field  to  rot.  The  rains  continued  throughout  the  fall  months 
and  seriously  interfered  with  planting  grain.  In  many  counties 
very  little  farm  work  has  been  undertaken  on  account  of  exces- 
sive moisture."  10 

The  production  of  the  crops,  however,  was  very  favorable, 
compared  with  the  previous  year.  The  percentage  of  increase 
over  the  1918  crops  was:  Cotton,  1-4;  wheat,  168;  oats,  316,  and 
com.  220." 

The  situation  in  the  live  stock  industry  was  equally  favorable. 
For  two  years  the  industry  had  been  seriously  handicapped  by 
droughts.  In  1919,  rainfall  was  plentiful,  and  pasturage  ample 
throughout  the  district ;  however,  the  number  of  cattle  received 
at  the  Fort  Worth  market  decreased  26,  and  hogs  24  per  cent.1J 
This  decrease  was  due  to  the  destruction  of  breeding  stock  by 
the  droughts  of  the  previous  year.  In  1919,  the  herds  were  be- 
ing built  up  again ;  the  chief  handicap  was  lack  of  necessary 
financial  assistance.  The  heavy  rediscounts  the  first  half  of  the 
year  were  due  to  the  endeavors  to  rebuild  agriculturally  the 
drought-stricken  areas. 

i"  Annual  Report  of  the  Federal  Reserve  Board,  1010,  p.  483. 

11  Ibid.,  j>.  4S4. 

12  Ibid. 
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San  Francisco 

In  1914  and  1915  the  San  Francisco  lunik  rediscounted   1  per 

cent  of  the  total  agricultural  and  live  stork  paper.  The  high 
point  for  the  year  was  in  February,  at  $154,600.  This  is  the 
largest  rediscount  balance  for  any  month  in  the  San  Francisco 
bank  until  July,  1917,  and  the  largest  for  February  before  1918. 
It  is  an  interesting  bit  of  financial  history  that  rediscounts  of 
agricultural  and  live  stock  paper  in  the  San  Francisco  bank  rose 
from  a  total  of  $11,800  in  1914  to  $35,700  in  January,  1915,  and 
$154,600  in  February.  Then,  with  the  exception  of  the  mid- 
summer rise,  which  will  be  explained  further  on,  they  declined 
to  $9,500  in  November.  This  February  peak  is  puzzling  to  the 
superficial  observer,  but  the  explanation  lies  in  the  economic  and 
social  conditions  which  can  be  summed  up  as  follows : 

1.  The  opening  of  the  World's  Fair,  February  20,  1914,  and 
the  sale  of  the  live  stock  in  that  district. 

2.  The  closing  of  foreign  markets  for  agricultural  products 
of  the  western  coast,  caused  by  the  World  War. 

3.  The  creation  of  the  cotton-loan  fund  providing  for  loans 
on  specified  warehoused  and  insured  cotton,  not  below  the  grade 
of  "low-middling,"  after  February  2,  1915. 

4.  Since  the  banks  opened  November  16,  1914,  the  two  and  a 
half  months  before  February,  1915,  had  been  trying  periods  of 
adjustment  to  new  practices  on  the  part  of  bath  the  Federal  Re- 
serve Banks  and  the  member  banks.  Also,  the  financial  situa- 
tion was  disturbed  by  the  crises  brought  about  by  international 
conditions  at  the  very  beginning  of  the  banking  reorganization. 
These  complex  social  and  economic  conditions,  which  were  the 
result  of  the  World's  Fair  and  the  international  situation 
created  by  the  war,  account  for  the  heavy  rediscounts  in  Feb- 
ruary. 

March  showed  a  decline  in  the  rediscounts  of  the  San  Fran- 
cisco bank,  then  an  upward  movement  continued  until  June 
and  passed  through  July.  During  the  months  of  increasing  re- 
discounts from  March  until  June,  vast  sums  of  credit  were  being 
employed  for  the  making  of  crops.  In  June  and  July  huge 
sums  are  borrowed  for  harvesting  the  citrus  fruits,  packing,  and 
canning.  After  July,  the  rediscounts  declined  and  reached  their 
lowest  ebb  in  November.    These  are  the  months  when  the  crops 
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are   being   marketed   in    large   quantities,   especially    the  citrus 

fruits,  ;ui(l  loans  for  making  and  harvesting  the  crops  are  paid. 

In   December,  the  rediscounts  increased.     This  is  the  month 

when  large  quantities  of  West  Coast  products  are  placed  in 
storage  and  held  for  spring  shipment.  Hut  the  chief  cause  of 
this  increase  in  1915  was  the  closing  of  foreign  markets  for 
California  products,  due  primarily  to  the  World  War.  This 
compelled  the  storage  of  abnormally  large  quantities  of  cotton,13 
coffee,  rice,  canned  goods,  oranges,  lemons,  raisins,  prunes,  and 
the  like.  Financing  the  carrying  of  these  products  created  large 
sums  of  paper  for  rediscount:  also,  the  live  stock  and  cotton 
situation  was  in  a  very  precarious  condition  in  the  whole  dis- 
trict. The  principal  industries  in  this  vast  area  are  agricul- 
ture, horticulture,  and  live  stock  farming.  The  next  in  im- 
portance, perhaps,  are  mining  and  lumbering. 

In  1916  the  Federal  Reserve  Agent  of  the  San  Francisco  bank 
reported  general  prosperity  throughout  the  district.  The  harley 
crop  was  about  90  per  cent  average ;  but  prices  ruled  60  to  70 
per  cent  above  the  average.  The  wheat  crop  was  about  normal, 
with  higher  prices.  The  cotton  growers  of  the  Imperial  Valley 
realized  about  $7,000,000.  The  cotton  crop  acreage  was  98,000 
against  40,000  in  1915.  The  sugar  beet  acreage  was  increased 
about  25  per  cent  and  the  price  averaged  $6  per  ton,  60  cents 
more  than  the  previous  year.  The  price  of  hops  was  low,  due 
to  an  embargo  placed  on  exports.  The  prune  crop  of  California 
was  about  20  per  cent  less  than  in  1915,  but  the  crop  of  the 
northwest  was  about  33%  per  cent  greater,  and  it  was  estimated 
that  $1,000,000  more  had  been  realized  than  on  the  1915  crop. 
The  shi pment  of  citrus  fruits  increased  6,700  cars  over  the  pre- 
ceding year,  and  the  value  to  growers  was  $41,000,000  against 
$20,000,000  in  1915.  18,000  carloads  of  grapes,  cherries,  apri- 
cots, peaches,  plums,  and  pears  were  shipped,  yielding  about 
$18,000,000.  Fruit  canners  had  one  of  their  most  prosperous 
seasons.  The  district  produced  6,265,000  barrels  of  apples, 
against  5,834,000  in  1915.  Live  stock  growers  had  very  large 
returns,  due  to  high  prices ;  wool  ranged  from  26  to  32  cents 
per  pound,  and  lambs  were  $8.00  a  head  in  Chicago.  The  salmon 
catch  was  about  the  average,  7,121,000  cases,  but  the  value  was 

i3  The  financing  of  the  cotton  is  discussed  under  the  Dallas  and  Atlanta 
bankb. 
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much  greater  than  usual.  Other  industries,  as  petroleum  pro- 
duction, mining,  iron  works,  ship  huilding,  lumbering,  export- 
ing, manufacturing,  and  the  like,  were  reported  equally  pro- 
gressive. 

Bank  clearings  showed  a  remarkable  increase.  From  June 
30,  1914,  to  November  19,  1916,  deposits  increased  48.6  per  cent, 
while  loans  and  investments  increased  only  21.9  per  cent.  Thus, 
in  2%  years,  the  deposits  of  the  national  banks  increased  from 
$576,000,000  to  $857,000,000.14 

The  rediscounts  of  the  San  Francisco  bank  were  remarkably 
increased  in  1917.  The  seasonal  cycles  were  normal,  showing  the 
largest  rediscounts  in  July  and  December.  San  Francisco  re- 
discounted  $1,253,000  against  $404,200  the  previous  year.  The 
district  had  a  bad  year  in  1917;  labor  troubles  and  I.  W.  W. 
disturbances  handicapped  the  industrial  and  economic  progress 
of  the  district ;  and  the  Federal  Reserve  Agent  reported  un- 
favorable weather  conditions  for  agriculture.  In  the  Northwest, 
the  spring  was  cold  and  backward,  with  hot  winds  and  deficient 
moisture  later  in  the  summer.  The  Washington  wheat  crop  was 
about  27,000,000  bushels,  against  45,000,000  the  previous  year, 
and  the  yield  of  barley  in  Oregon,  Washington,  Idaho,  and 
Nevada  was  about  18  per  cent  less,  while  in  California  there  was 
considerable  increase.  The  bean  crop  in  California  nearly 
doubled  that  of  1916,  and  the  rice  acreage  was  increased  from 
14,000  to  90,000  acres.  The  yield  of  raisins,  peaches,  deciduous 
and  citrus  fruits  surpassed  all  previous  years.  The  apple  crop 
of  Idaho,  Oregon,  and  Washington  was  very  large,  and  the  live 
stock  holdings  in  the  Pacific  Northwest  showed  a  slight  increase 
of  206,000  head,  or  2.1  per  cent.15  The  deposits  in  all  the  na- 
tional banks  in  the  district  November  20,  1917,  stood  at  $1,017,- 
287,000  against  $847,879,000  and  loans  and  discounts  $641,- 
513,000  against  $538,089,000; 10  thus,  in  1917,  in  spite  of  un- 
favorable conditions  in  some  sections,  the  district,  as  a  whole, 
had  a  prosperous  year,  due  to  the  high  prices  caused  by  the 
demand  created  by  the  war. 

In  1918,   the   San    Francisco    bank    rediscounted    $17,126,700 

14  Annual  Report  of  the  Federal  Reserve  Board,  1916,  |>i».  461-464. 
IB  Ibid.,  lit  17.  pp.   198  600. 
i«  Ibid.,  ]>|).  602-603. 
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farmers'  paper  maturing  alter  90  days  against  $1,253,000  the 
previous  year,  or  11  per  rent  of  the  rediscounts  of  this  elass 
of  paper  by  all  Federal  Reserve  Banks  against  4.6  per  cent  in 
1!»17.  However,  tlie  seasonal  cycles  for  the  two  years  were  the 
same  with  the  major  peaks  in  July  and  December. 

Agricultural  conditions,  from  the  standpoint  of  production, 
were  prosperous,  as  evidenced  by  the  Federal  Reserve  Agent's 
report  :  "Agriculture  remains  the  principal  industry  in  the  dis- 
trict, production  during  the  war  having  been  increased  to  some 
extent  by  urgenl  needs  and  high  prices.  The  Department  of 
Agriculture  estimates  the  value  of  the  agricultural  products  of 
this  district  during  1918  at  $851,427,000  as  compared  with  $822,- 
579,000  in  1917.  Thai  this  increased  value  is  partly  the  result 
of  increased  yield  is  evidenced  by  the  following  example:  in 
this  district,  production  of  wheat  totaled  79,584,000  bushels 
against  70,899,000  in  1917;  sugar  beets  more  than  2,600,000 
against  2,400,000;  California  rice,  400,000,000  pounds  against 
280,000,000;  California  beans,  8,868,000  bushels  against  8,091,- 
000;  Arizona  and  California  cotton  acreage,  286,000  against 
163,000;  and  shipments  of  California  deciduous  fruits,  28,204 
cars  against  24,961."  17 

With  these  prosperous  agricultural  conditions,  the  unprece- 
dented increase  in  the  rediscounted  farmers'  paper  maturing 
after  90  days  is  accounted  for  by  the  increase  in  prices  and 
costs ;  the  expansion  of  farm  operations  throughout  the  district ; 
the  buying  of  expensive  farm  equipment;  the  Liberty  loans, 
which  absorbed  the  member  banks'  deposits,  and  compelled  them 
to  rediscount  a  larger  amount  of  this  class  of  paper  than  before ; 
and  the  increase  in  state  bank  membership  from  17,  with  a 
capital  and  surplus  of  $5,820,000  and  resources  of  $65,697,000, 
December  31,  1917,  to  86  with  capital  and  surplus  of  $16,061,- 
000  and  resources  of  $160,690,000  December  31,  1918. 

The  monthly  rediscounts  of  farmers'  paper  maturing  after  90 
days  by  the  San  Francisco  bank  in  1919  aggregated  $14,488,300, 
against  $17,126,700  the  previous  year.  The  seasonal  cycles  are 
the  same  except  in  1919,  when  the  rediscounts  in  January  and 
February  show  an  abnormal  increase.  For  these  months,  the 
rediscounts  were  $1,487,000  and  $1,096,000,  respectively,  against 

it  Annual  Report  of  the  Federal  Reserve  Board,  1918,  p.  730. 
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$030,800  and  $625,200,  the  previous  year.  This  increase  was  due 
to  the  Largest  acreage  planting-  in  the  history  of  the  district,  and 
particularly  in  the  South,  where  planting  was  being  done  at 
this  season  of  the  year ;  the  wheat  acreage  alone  was  over  a  mil- 
lion acres  more  than  the  previous  year.  The  financial  success 
of  agriculture  in  the  twelfth  district  in  1919  is  clearly  stated  by 
the  Federal  Reserve  Agent,  as  follows: 

"The  largest  crops  in  the  history  of  the  district  have  been  harvested 
and  sold  at  record  prices. 

"Arizona  and  California  (including  that  part  of  the  Imperial  Valley 
situated  in  Mexico)  have  grown  170,000  bales  of  cotton  during  1919. 
an  increase  of  53,000  bales  over  191S,  with  average  yields  of  305 
pounds  and  333  pounds  per  acre,  respectively.  These  yields,  which 
are  the  highest  per  acre  in  the  United  States,  exceed  the  average  by 
147  and  175  pounds,  respectively. 

"The  1019  California  citrus  and  deciduous  fruit  crop  was  the  largesl 
on  record.  Shipments  for  the  year  ending  October  31,  1919,  totaled 
77,559  carloads. 

"The  California  raisin  crop  of  200,000  tons,  valued  at  $33,000,000 
exceeded  that  of  1918  by  33,000  tons. 

"Of  the  ten  leading  wool-producing  states,  five  are  located  in  the 
twelfth  Federal  Reserve  district,  which  produced  approximately  30  per 
cent  of  the  1919  wool  clip."  18 

The  prosperous  conditions  and  the  ready  sale  of  agricultural 
products  explain  the  decrease  in  farmers'  paper  rediscounted. 
The  climate  of  the  twelfth  district  is  so  varied  that  its  seasonal 
cycles  are  many.  The  planting  season  in  Southern  California  is 
simultaneous  with  mid-winter  in  Washington.  These  variations 
in  climate  account  for  less  irregularity  in  the  volume  of  monthly 
rediscounts  by  the  San  Francisco  bank  than  in  any  other  Fed- 
eral Reserve  Bank. 

is  Annual  Report  of  the  Federal  Reserve  Board,  191!),  p.  501. 


CHAPTER  XV 

INQUIRY  OF  THE  UNITED  STATES  SENATE  INTO  HOW 
THE  FEDERAL  RESERVE  BANKS  HAVE  SERVED 
AGRICULTURE,  AND  ANNUAL  AND  SEASONAL  VARI- 
ATIONS IN  REDISCOUNTS 

Owing  to  the  prevailing  impression  that  agricultural  credits 
in  particular  have  been  greatly  curtailed  during  the  past  year, 
the  Senate  Committee  on  Agriculture  and  Forestry  requested  the 
Federal  Reserve  Board,  December  14,  1920,  to  furnish  informa- 
tion "as  to  the  amount  of  actual  agricultural  paper  rediscounted 
during  the  years  1919  and  1920,  based  on  agricultural  produc- 
tion and  sales  of  the  respective  years."  The  Federal  Reserve 
Board  called  for  reports  from  the  Federal  Reserve  Banks,  and 
estimates  were  submitted  of  which  the  following  is  a  summary : 

Table  X. — Estimated  Amounts  of  Paper  Rediscounted  with   Federal 

Reserve  Banks  Based  on  Production  and  Sales  of 

Farm  Products  i 


FV  dt  ral  Reserve 

Bank 


mm 


1!>2(> 


Remarks 


Boston 


New  York 
Philadelphia 


Cleveland 


$2,642,000 


(1) 
2,971,000 


612,000 


$4,979,000 


(1) 
3,580,000 


These  figures  are  confined 
to  farm  and  dairy  loans 
and  do  not  include  large 
amounts  advanced  on  cot- 
ton, wool,  and  similar  lines. 

Figures  are  confined  to 
strictly  agricultural  paper, 
omitting  the  paper  and  wool 
dealers,  cotton  merchants, 
produce  dealers,  packers, 
agricultural  implement,  and 
fertilizer    concerns. 


(2) 
1,753,000 


Total  agricultural  and  live 
stock  paper  discounted. 
These  figures  do  not  re- 
flect total  accommodation 
granted  to  agricultural  in- 
terests, as  many  members 
borrow  on  U.  S.  securities 
to  afford  accommodation  to 
agricultural  borrowers, 
i  Advance  copy  of  the  Annual  Report  of  the  Federal  Reserve  Board,  1920, 
pp.  Hi,  17. 
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Federal  Reserve 
Bank 


mi1.) 


1920 


Remarks 


Richmond 


Atlanta 

Chicago 


St.  Louis 


Minneapolis 
Kansas  ( 'it y 

Dallas 


San  Francisco 


Total    for 
1 1  banks 

(1)   No  Data. 


$102,000.0(10:       $325,000,000 


91,300,000 
47,263,000 


(2, 
220.000.000 


75,000,000 

12.:,  is  1,000 
28,997,000 


35,000,000 


$729,266,000 


(2) 
230,000,000 

128,408,000 


(2) 
665,000,000 


225,000,000 
229,432,000 

ii,!iii,ooo 


122.000,000 


$1, '180,003,000 


(2  i   Eleven  months. 


Figures  include  estimated 
amount  of  commercial  and 
industrial  paper  discounted, 
the  proceeds  of  which  were 
used  for  agricultural  pur- 
poses. 

Do. 
Figures  represent  amounts 
of  farmers'  notes  dis- 
counted. Actual  amounts 
loaned  for  production  and 
sale  of  farm  products  are 
much  in  excess  of  amounts 
given,  as  sales  of  farm 
products  are  largely  financed 
by  commercial  paper,  also 
large  amounts  are  loaned  to 
banks  on  commercial  paper 
or  on  notes  secured  by  U. 
S.  obligations,  the  proceeds 
of  which  are  loaned  for 
agricultural  purposes,  either 
directly  or  through  cor- 
respondent banks. 

In  addition  a  large  part  of 
loans  on  commercial  and 
Government-secured  paper 
was  unquestionably  for 
benefit  of  farmers. 


Figures  do  not  include 
member  banks'  collateral 
notes  the  proceeds  of  which 
were  used  for  loans  to 
agricultural   interests. 

Figures  include  total 
amounts  of  paper  redis- 
counted  during  the  two  years 
based  upon  production  and 
sales  of  farm  products  ex- 
cluding notes  secured  by 
( rovernmenl  obligations. 

The  bank  is  unable  i"  esti- 
mate the  amounts  of  paper 
rediscounted  which  repre- 
sents borrowings  on  accounl 

Of  production  and  sales  dur- 
ing  the   preceding   year. 
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This  estimate  includes  all  agricultural  paper,  without  regard 
to  maturity.  This  paper  is,  therefore,  of  a  very  different  char- 
acter from  that  discussed  in  the  preceding  chapters.  These  esti- 
mates show  that  agricultural  credit  had  not  been  curtailed,  but 
the  volume  of  farmers'  paper  rediscounted  in  1920  was  nearly 
three  times  that  of  the  previous  year.  However,  these  figures 
are  far  from  being  accurate  and  not  to  be  taken  seriously. 
They  do  not  show  the  large  sums  used  for  agricultural 
purposes  which  were  loaned  to  correspondents  by  member 
banks  of  New  Fork,  Boston,  Chicago,  St.  Louis,  Minneapolis, 
Kansas  City,  New  Orleans,  San  Francisco,  and  other  financial 
centers;  the  large  sums  loaned  by  non-member  state  banks  for 
agricultural  purposes;  the  holdings  of  agricultural  paper  of  all 
the  member  banks;  and  the  large  sums  advanced  to  member 
banks  on  commercial  paper,  the  proceeds  of  which  wTere  used  for 
loans  to  agricultural  interests.  Also,  the  purchase  of  bankers' 
acceptances  are  not  included  in  the  report,  and  they  play  an 
important  part  in  the  movement  of  crops  to  markets.  Perhaps, 
bankers'  acceptances  are  commercial  and  not  agricultural  paper: 
but  obviously  large  amounts  of  paper  secured  by  grain,  live 
stock,  cotton,  tobacco,  and  canned  goods  were  commercial  and 
not  agricultural,  even  in  the  sense  of  being  advancements  made 
to  farmers. 

The  chief  information  this  report  gives  is  the  total  lack  of  any 
adequate  scheme  of  classification  for  agricultural  paper  by  either 
the  Federal  Reserve  Board  or  the  Federal  Reserve  Banks.  Per- 
haps the  Federal  Reserve  System  deserves  criticism  for  not 
knowing  more  about  the  character  of  the  security  of  its  redis- 
counts ;  but  if  an  adequate  classification  for  agricultural  paper 
were  installed,  it  would  have  to  go  back  far  enough  to  include 
the  loans  of  member  banks,  before  the  information  would  be 
adequate  to  indicate  the  service  of  the  system  to  agriculture. 
While  this  would  impose  a  clerical  burden  upon  the  member 
banks,  which  might  seem  to  be  an  imposition,  it  would  make  it 
ner.-ssary  for  them  to  scrutinize  more  closely  their  loans  and 
thereby  enable  them,  perhaps,  to  avoid  the  accumulation  of  large 
amounts  of  "frozen"  credit. 

In  the  report  to  the  Senate  Committee,  the  Federal  Reserve 
Board    further   reported   the   amount   of   agricultural    and   live 
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stock  paper  held,  monthly,  by  each  Federal  Reserve  Bank  in 
1919  and  1920,  the  totals  of  which,  for  the  twelve  Federal  Re- 
serve banks,  are  the  following: 

Table    XI. — Total    Amount    of   Agricultural    and    Live    Stock    Papeb 

Combined,  Held  by  All  Federal  Reserve  Banks  on  the  Last 

Friday  of  Facii   Month,    1019-1920  2 

(In  Thousands  of  Dollars) 

Year  Year 

Month  1919  1920 

January 59,001  56,905 

February    63,917  67,195 

March 67,373  74,665 

April    66,881  106,382 

May    58,99 1  1  40,69 1 

Juiio    68,256  ]  68,038 

July    63,604  202,520 

August     57,901  216,1278 

September    60,205  224,424 

October     55,475  240,649 

November     52,550  245,599 

December  *    51,068  246,938 

*  Figures  of  Thursday,  Dec.  30,  1920. 

First,  it  should  be  carefully  observed  that  these  totals  are 
the  amounts  held,  and  not  the  amounts  rediscounted  by  months. 
They  also  include  all  agricultural  and  live  stock  paper,  and  the 
volume  maturing  under  90  days  is  always  much  larger  than 
that  maturing  after  90  days.  However,  by  comparing  the  1919 
and  1920  totals,  it  is  clear  that  the  Federal  Reserve  Banks  freely 
rediscounted  farmers'  paper,  while  the  farmers  held  their  prod- 
ucts from  the  market  because  of  declining  prices. 

In  April,  1920,  when  prices  began  to  decline,  the  total  of 
farmers'  paper  held  by  the  Federal  Reserve  Banks  increased  to 
$106,382,000,  against  $66,881,000  in  1919.  From  month  to 
month,  the  rest  of  the  year,  the  volume  of  farmers'  paper  held 
increased,  until  in  December,  the  total  was  $246,938,000,  against 
$51,068,000  in  1919.  In  1919  the  peak  load  of  farmers'  paper 
held  was  in  June  at  $68,256,000.  From  June  to  the  end  of  the 
year,  the  volume  of  farmers'  paper  held  declined,  due  to  the 
high  prices  and  the  farmers'  direct  marketing  of  their  products. 
But  in  1920,  the  farmers'  paper  held  in  June  was  $168,038,000, 
a  record   volume,  and   from  June   to   the   end   of  the  year,   it 

2  Advance  report  of  the  Federal   Reserve  Board,  L920,  p.  18, 


200  HANK  CREDIT  AND  AGRICULTURE 

steadily  increased,  aggregating  in  December  almost  live  times 
the  volume  held  December,  1919,  due  to  the  decline  in  prices 
which  discouraged  the  farmers  from  selling  their  products. 
The  local  banks  discounted  their  farmer  customers'  notes  and 
legally  the  Federal  Reserve  Banks  were  obliged  to  rediscount 
that  which  met  their  requirements. 

At  the  time  of  writing  this  manuscript,  the  rediscounts  of 
agricultural  and  live  stock  paper  by  the  Federal  Reserve  Banks, 
maturing  after  90  days,  were  not  available,  and  had  they  been 
available,  it  would  not  have  been  advantageous  to  consider  them 
for  each  separate  district,  as  for  the  preceding  years,  because 
there  were  qo  seasonal  cycles  in  1920.  It  was  one  continuous  in- 
n-case of  rediscounts,  in  spite  of  the  advance  in  rates,  and  there- 
fore, shows  only  how  the  Federal  Reserve  Banks  accommodated 
the  farmers  when  in  a  market  of  falling  prices.  This  particu- 
lar point  in  the  case,  however,  i.s  valuable.  It  shows,  by  experi- 
ence the  ability  of  the  Federal  Reserve  Banks  to  meet  the  needs 
of  the  farmers  in  times  of  emergencies.  The  extent  to  which  agri- 
culture was  accommodated  in  the  emergency  in  1920,  with  paper 
maturing  after  90  days,  is  adequately  shown  by  comparing  the 
total  rediscounts  of  this  class  of  paper  for  each  of  the  Federal 
Reserve  Banks  in  1919  and  1920. 

Table  XIT. — The  Total  Rediscounts  by  Each  of  the  Federal  Reserve 

Banks,  of  Agricultural  and  Live  Stock  Paper  Maturing 

after  90  Days,  1919  and  1920s 

(In  Thousands  of  Dollars) 
Federal  Reserve  Year  Year 

Bant  1919  1920 

Boston     73.5  325 

New  York 77.1  399 

Philadelphia     11.8  76 

Cleveland    344.4  1,225 

Richmond   1,689.0  6,1 14 

Atlanta 4,064.7  19,796 

Chicago 17,046.6  79,120 

St.    Louis    1,210.2  10,681 

Minneapolis    8,428.0  35,069 

Kansas  City 52,243.1  103,023 

Dallas    . . 25,607.9  44,937 

San  Francisco   14,488.3  51,122 

Total    125,285.4  351,887 

3  Compiled  from  the  Annual  Reports  of  the  Federal  Reserve  Board, 
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There  i.s  but  one  conclusion  to  be  drawn  from  this  table,  and 
that  is,  the  Federal  Reserve  Banks  may  have  been  more  critical 
of  paper  offered  for  rediscount  than  ever  before,  but  the  evi- 
dence shows  that  they  responded  liberally  to  the  demands  made 
by  the  member  banks  for  their  farmer  clientele.  The  total  farm- 
ers' paper  maturing  after  90  days  rediscounted  in  1920  was 
$351,887,000,  against  $125,285,400  the  previous  year. 

Seasonal  Variations  in  the  Rediscounts  of  Agricultural  and 
Live  Stock  Paper  Maturing  after  90  Days. 

By  glancing  at  Chart  V,  the  fact  that  the  farmers  demand  the 
largest  volume  of  credit  in  May,  June,  July,  October,  November, 
and  December,  is  apparent.  The  farmers  demand  the  smallest 
volume  of  credit  in  February  and  August,  or  September.  These 
seasonal  variations  are  modified  by  the  climatic  conditions,  and 
the  annual  earliness  or  lateness  of  the  season.  Also,  the  seasonal 
variations  are  different  in  each  Federal  Reserve  district ;  these 
facts  we  learned  in  the  preceding  detailed  investigation,  and 
Chart  V  is  merely  a  summary  of  seasonal  variations.  How- 
ever, in  the  preceding  pages,  the  rediscounts  of  each  Federal 
Reserve  Bank  have  been  considered  separately.  Here  all  the  re- 
discounts are  averaged  together  for  each  separate  year.  Except 
as  a  summary  showing  general  seasonal  trends,  these  annual  aver- 
ages for  all  banks  have  little  significance.  It  does  show,  how- 
ever, the  months  when  the  farmers'  demands  upon  the  banking 
system,  as  a  whole,  are  largest.  But  during  these  years,  the  nor- 
mal seasonal  cycles  were  distorted  by  the  abnormal  conditions, 
as  a  result  of  the  war  and  very  high  prices. 

The  reasons  for  the  annual  peaks  in  the  spring,  early  summer, 
and  autumn  need  little  comment,  after  the  previous  discussion. 
The  May,  June,  and  July  demands  of  the  farmers  are  for  the 
production  of  crops.  This  includes  the  purchase  of  seed,  ferti- 
lizers, mechanical  equipment,  summer  grazing  live  stock,  and  the 
like,  together  with  the  hiring  of  labor.  Noticeably,  the  agricul- 
tural and  live  stock  paper  rediscounted  annually  is  largest  in  the 
spring  and  early  summer  months,  except  for  1915  and  1917. 

In  1915,  the  November  and  June  peaks  are  the  same  al  12.3 
per  cent  of  the  total  for  the  year.  In  the  autumn  of  1915,  the 
cotton  and  grain  farmers  were  compelled  to  hold   large  quan- 
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Chart    V. — Per    cent    of    Annual    Rediscounts    by    Months,    1015-1020, 
Agricultural  and  Livestock  Taper  Maturing  After  00  Days. 
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titles  of  their  crops  because  of  the  disturbance  in  the  foreign 
trade  situation,  caused  by  the  war.  This  accounts  for  the  large 
volume  of  farmers'  paper  rediscounted  during  the  interval, 
previously  explained  in  detail  for  each  separate  district. 

In  1916,  the  farmers  were  very  prosperous  and  had  less  need 
for  discounting  notes  than  formerly,  due  to  the  unprecedented 
increase  in  the  demand  for  and  prices  of  all  farm  products, 
which  was  caused  by  the  war.  Consequently,  the  farmers  bor- 
rowed very  large  amounts  in  May  and  June,  for  the  production 
of  crops;  but  in  the  autumn  the  farmers'  borrowings  steadily  de- 
clined. The  June  peak  showed  rediscounts  of  agricultural  and 
live  stock  paper  aggregating  17.1  per  cent  of  the  year's  total, 
and  in  December  the  rediscounts  had  declined  to  2.6  per  cent. 

In  1017,  the  situation  in  regard  to  the  seasonal  peaks  of  agri- 
cultural loans  was  reversed  in  the  extremes  from  that  of  1916; 
that  is,  the  June  demands  were  less  than  in  1916;  the  July  de- 
mands exceeded  that  of  1916,  but  were  less  than  the  1916  June 
demands.  This  was  due  to  high  prices  received  for  the  pre- 
ceding year's  crops,  which  afforded  the  farmers  a  larger  surplus 
than  usual,  and  this  enabled  the  farmers  to  meet  their  expenses 
for  production  in  1917  with  less  recourse  to  banking  accommo- 
dations. But  in  the  autumn  the  agricultural  and  live  stock 
paper  rediscounted  increased  to  20.4  per  cent  in  November,  and 
21.6  per  cent  in  December,  of  the  year's  total  monthly  redis- 
counts, the  largest  per  cent  rediscounted  during  these  months 
for  any  year.  The  reasons  for  this  large  volume  of  farmers' 
paper  rediscounted  in  the  autumn  of  1917  have  been  explained. 
but  may  be  briefly  summarized  here ;  the  patriotic  response  of 
the  farmers  to  the  President's  appeal  for  increased  produc- 
tion ;  the  increased  prices  of  farm  equipment,  the  purchase  of 
Liberty  bonds  by  farmers,  and  country  banks,  which  absorbed 
the  savings  of  the  agricultural  classes,  the  more  liberal  policy  of 
the  local  and  Federal  Reserve  Banks  toward  the  rediscount ing  of 
farmers'  paper  in  order  to  encourage  product  ion,  and  the  un- 
successful results  obtained  by  the  farmers  in  sonic  sections  of 
the  country  in  1917. 

In  1918,  the  banks  continued  their  liberal  policy  of  redis- 
counting  farmers'  paper  and  encouraging  necessary  production 
for  the  prosecution  of  the  war.    The  farmers  took  advantage  of 
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the  banking  facilities  offered  them,  and  bought  expensive  equip- 
ment and  planted  record  crops.  In  May,  18  per  cent  of  the 
year's  total  monthly  rediscounts  of  agricultural  and  live  stock 
paper  maturing  after  90  days  was  rediscownted.  While  the 
crops  were  not  the  most  successful  in  some  sections  of  the  coun- 
try, ami  the  decline  in  prices  precipitated  by  peace  negotiations 
caused  the  farmers  in  some  sections  to  hold  a  portion  of  their 
crops,  the  prices  were  very  high,  and,  on  the  whole,  the  farmers 
had  a  prosperous  year.  Consequently,  the  autumn  borrowing 
was  very  much  less  than  the  preceding  year.  In  November,  the 
rediscounts  aggregated  the  largest  volume  for  any  month  since 
July,  or  8.4  per  cent  of  the  aggregate  monthly  rediscounts  for 
the  year. 

In  1919,  the  farmers  rediscounted  less  paper  than  the  previ- 
ous year,  due  to  the  financial  success  of  the  preceding  year,  the 
reduction  of  crop  acreage,  and  the  tightening  up  of  credit  by  the 
banks.  The  farmers'  largest  use  of  credit  was  during  May  and 
June  for  the  production  of  crops.  The  peak  of  the  year's  re- 
discounts wTas  in  June,  at  13.6  per  cent  of  the  total  monthly  re- 
discounts. In  the  autumn,  the  rediscounts  of  farmers'  paper 
increased  from  August  to  December.  In  December,  9.9  per  cent 
of  the  year's  total  was  rediscounted.  The  autumn  increase  was 
due  to  the  tendency  on  the  part  of  farmers  to  hold  their  crops 
for  higher  prices. 

In  1920,  the  farmers  made  their  usual  outlays  for  crop  pro- 
duction. In  June,  14.6  per  cent  of  the  year's  total  monthly  re- 
discounts of  agricultural  and  live  stock  paper,  maturing  after  90 
days,  was  discounted  with  the  Federal  Reserve  Banks.  In  the 
autumn,  the  farmers'  paper  rediscounted  increased  from  August 
to  December.  In  December,  the  per  cent  of  the  year's  total  was 
11.88.  The  increase  during  the  latter  months  of  the  year  was 
due  to  the  holding  of  crops  for  higher  prices.  The  largest 
volume  of  credit  extended  the  farmers  for  holding  their  crops 
had  a  maturity  within  90  days;  but  little  of  it  was  liquidated 
when  due.  Therefore,  this  paper  carried  for  the  farmers  by  the 
local  banks  was  renewed. 

It  is  too  often  assumed  that  the  farmers  demand  most  bank 
credit  in  the  autumn  for  moving  the  crops.  This  is  an  error 
which    writers   have   made   for   the  past  fifty  years.      Statistics 
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show  that  the  farmers  demand  more  credit  maturing  after  90 
days  for  the  production  of  crops  in  the  spring  and  early  sum- 
mer than  for  the  harvesting  and  marketing  in  the  fall  and  early 
winter.  It  should  also  be  observed  that  a  large  portion  of 
the  farmers'  long  paper  discounted  in  the  autumn  is  for  seeding 
the  fall  crops,  as  winter  wheat,  and  the  purchase  of  feeder  live 
stock  for  winter.  The  larger  portion  of  the  farmers'  paper  for 
harvesting  and  marketing  crops  matures  within  90  days,  and 
in  ordinary  times  its  liquidity  compares  favorably  with  that  of 
the  merchants'  paper. 


CHAPTER  XVI 

SEASONAL   VARIATIONS   IN   THE    TRANSACTIONS 
THROUGH  THE  GOLD  SETTLEMENT  FUND 

A  discussion  <»f  the  merits  of  the  Gold  Settlement  Fund  is 
not  a  part  of  this  investigation,  except  as  a  necessary  adjunct 
to  the  discussion  of  the  seasonal  variations  in  the  transactions 
through  the  fund.  Therefore,  the  function  of  the  Gold  Settle- 
ment Fund  is  to  provide  a  national  clearance  system  for  the 
Federal  Reserve  Banks  and  their  agents,  conducted  hy  the  Fed- 
eral Reserve  Board,  at  Washington. 

The  Federal  Reserve  Banks  are  each  required  to  keep  a  bal- 
ance of  not  less  than  $1,000,000  in  gold  on  deposit  with  the  Fed- 
eral Reserve  Board  at  Washington ;  but  the  service  of  the 
Board's  clearing  system  for  the  Federal  Reserve  Banks  has  de- 
veloped so  satisfactorily  that  many  times  the  actual  require- 
ment is  kept  on  deposit  there.  Subsequent  to  the  establishment 
of  the  Federal  Reserve  Banks'  clearing  system,  through  the  Gold 
Settlement  Fund,  provision  was  made  for  the  Federal  Reserve 
agents  to  maintain  gold  balances  with  the  Federal  Reserve 
Board,  and  clear  in  the  same  manner  as  the  banks  through  the 
Gold  Settlement  Fund.  In  turn,  the  Federal  Reserve  Banks 
maintain  a  clearance  system  for  the  member  banks  in  their  re- 
spective districts.  At  first,  clearings  were  conducted  weekly,  but 
the  volume  of  business  and  the  war  financing  necessitated  daily 
clearings  which  were  begun  in  1917.  Clearings  for  the  Federal 
Reserve  Banks  and  their  member  banks  are  made  daily  by  wire 
through  the  Gold  Settlement  Fund.  This  is  done  by  book  en- 
tries, and  it  has  made  the  shipment  of  gold  between  the  Federal 
Reserve  Banks  unnecessary. 

In  1919,  "the  total  expense  of  operation,  including  the  entire 
cost  of  leased  wires  and  salaries  of  accountants,  was  approxi- 
mately $250,000.  This  represents  the  basic  cost  of  effecting  the 
domestic  exchanges  between  the  several  Federal  Reserve  dis- 
tricts.  A  charge  of  K)  cents  per  $100,  if  generally  imposed,  would 
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have  involved  an  expense  to  the  commerce  of  the  country  of 
$73,984,252. ' '  ' 

In  1920,  the  same  basic  cost  of  operation  amounted  to  $370,000, 
whereas  a  charge  of  10  cents  on  $100  would  have  involved  an  ex- 
pense of  $92,625,000.- 

The  combined  clearings  and  transfers  through  the  fund  dur- 
ing the  year  aggregated  $92,625,805,000  in  1920  and  $73,984,- 
252,000  in  1919.3 

The  average  weekly  volume  of  clearings  and  transfers  in  1920 
was  $1,793,584,000  and  $1,422,774,000  in  1919.4 

The  savings  on  clearings  and  transfers,  while  large,  is,  per- 
haps, the  smallest  advantage  derived  from  this  service.  The 
fundamental  benefits  are :  the  elimination  of  the  risks  of  the  ac- 
tual transfers  of  gold,  and  the  time  saved  by  wire  transfers  and 
clearings,  as  against  the  physical  exchange  of  gold.  Under  the 
old  national  banking  system,  currency  was  transferred  from  one 
section  of  the  country  to  another,  and  from  one  bank  to  another, 
and  exchange  rates  registered  the  relative  demand  for  moneyed 
capital  in  the  various  sections  of  the  country.  Under  the  Fed- 
eral Reserve  System,  this  is  all  consummated  by  wire  transfers 
and  moneyed  capital  flows  freely  to  the  section  where  needed, 
almost  without  any  cost  for  transfer.  To  illustrate,  the  seasonal 
variation  in  transfers  through  the  Gold  Settlement  Fund,  the 
statistics  of  the  total  transfers  by  all  the  Federal  Reserve  Banks, 
transfers  to  and  from  the  New  York  bank  and  the  net  changes  in 
the  ownership  of  the  Gold  Settlement  Fund  by  representative 
banks  for  1919  and  1920,  will  be  used. 

Seasonal  Variations  in  the  Total  Transfers  of  all  Federal  Re- 
serve Banks  Through  the  Gold  Settlement  Fund  in  1919 
and  1920 
The  total  transfers  through  the  Gold  Settlement  Fund  com- 
pare favorably  with  the  seasonal  demands  for  moneyed  capital. 
In  June  of  1919,  the  largest  volume  of  transfers  took  place,  ami 
by  reference  to  Chart  V,  it  is  shown  thai   in  June  the  agricul- 
tural and  live  stock-  paper  maturing  after  !)(i  days  rediscounted 

1  Annual  Report  of  the  Federal  Reserve  Board,  1010,  p.  40 
-  [bid.,   1020,  p.  71. 
•<  Ibid. 
*  [bid. 
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li_\   i lie  Federal   Reserve  Banks  was  by   Ear  the  largesl   for  any 
month  of  the  year.     The  Less  important   peaks  in  the  curve  of 
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Chart  VI.— Total  Transfers  Through  the  Cold  Settlement  Fund,  1010- 
1920,  All   Federal   Reserve  Banks. 

transfers  shown  on  Chart  VI  for  January,  March,  July,  Octo- 
ber, and  December,  are  duplicated  by  the  curve  for  the  redis- 
counts of  agricultural  and  live  stock  paper  on  Chart  V.     This 
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shows  a  remarkable  correlation  between  the  total  transfers 
through  the  Gold  Settlement  Fund  and  the  seasonal  demands  of 
agriculture. 

In  January,  when  the  transfers  aggregate  $931,000,000,  the 
funds  which  had  been  borrowed  by  the  Federal  Reserve  Banks  in 
the  agricultural  districts  for  moving  the  crops  were  transferred 
to  the  lending  banks,  perhaps,  New  York,  Boston,  and  Chicago. 

The  March  peak  of  transfers  is  the  response  to  the  demands 
for  March  settlements  of  interest,  dividends,  rents,  and  the  like; 
the  payment  of  maturing  obligations,  as  mortgages,  notes,  and 
bonds;  and  the  purchase  (bjr  the  farmers)  of  seed,  fertilizers, 
and  equipment  for  the  spring  planting. 

The  June  and  July  peaks  were  caused  by  the  transfers  of 
funds  to  the  agricultural  districts  for  the  planting  of  crops,  the 
placing  of  live  stock  grazers  on  the  ranches,  and  the  harvest- 
ing of  spring  crops  in  the  south,  the  settlement  of  semi-annual 
interests  and  dividends,  and  the  payment  of  maturing  obliga- 
tions, as  bonds  and  mortgages.  It  should  also  be  observed  that 
the  peak  load  of  agricultural  and  live  stock  paper,  maturing 
after  90  days,  is  generally  rediscounted  in  May,  June,  and  July, 
as  shown  by  Chart  V,  which  identifies  the  correlation  between 
the  transfers  through  the  Gold  Settlement  Fund  and  the  seasonal 
demands  of  agriculture. 

The  September,  October,  and  December  peaks  of  transfers 
were  the  results  of  loans  made  to  move  the  crops,  purchase  live 
stock,  and  do  the  fall  seeding  of  wheat  and  the  like.  This  cor- 
responds to  the  autumnal  increase  in  agricultural  and  live  stock 
paper,  rediscounted,  for  similar  purposes,  as  shown  on 
Chart  V,  page  202. 

The  fiscal  agency  operations  for  the  Government  by  the  Fed- 
eral Reserve  Banks  account  for  very  large  transfers  a1  definite 
times.  For  example,  in  January,  the  total  transfers  aggregate 
$931,000,000;  and  the  clearings  and  transfers  aggregated  more 
than  a  billion  a  week  for  the  first  quarter  of  the  year.  This  is 
accounted  for  by  the  movement  of  funds  received  by  the  Treas- 
ury from  the  sale  of  $4,952,400,000  certificates  issued  in  antici- 
pation of  the  Victory  loan.  The  peak  in  transfers  and  clear- 
ings in  March  is,  in  part,  accounted  for  by  the  movement  of 
funds  incident  to  the  paymenl  of  the  firsi  installment  of  income 
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and  excess-profits  taxes  to  the  Government  on  .March  15,  which 
amounted  to  more  than  $1,000,000,000. 

The  .May  increase  in  transfers  and  clearings  was,  in  part,  due 
to  the  movement  of  funds  in  connect  ion  with  the  payment  on 
the  first  installment  of  the  subscriptions  to  the  Victory  loan. 
The  June  peak  is  accounted  for,  in  part,  by  the  movement  of 
funds  incident  to  the  payment  of  the  second  installment  of  the 
income  and  excess  profits  taxes  on  June  15. 

The  September  peak  is.  in  part,  accounted  for  by  the  move- 
ment of  funds  in  connection  with  the  third  installment  of  in- 
come and  excess  profits  taxes  on  September  15,  and  the  usual 
annual  movement  of  Government  funds  in  connection  with  the 
redemption  of  outstanding  Treasury  certificates  of  indebted- 
ness. The  last  quarter  of  the  year,  heavy  movements  of  funds 
by  the  Government  continued,  and  the  demand  by  country  banks 
were  larger  than  usual.  These  facts  show  the  difficult}',  if  not 
utter  impossibility,  of  singling  out  the  seasonal  transfers  of 
funds  from  transfers  for  other  purposes. 

In  1920,  the  principal  peaks  in  the  transfers  through  the  Gold 
Settlement  Fund  were  in  January,  $762,000,000;  April,  $637,- 
000,000;  and  September,  $1,045,000,000.  In  January,  the  funds 
for  the  moving  of  the  crops  flowed  back  to  the  lending  banks. 
In  April,  preparation  for  the  spring  planting  was  being  made 
by  the  purchase  of  fertilizers,  seed,  machinery,  and  the  like. 
In  September,  the  funds  were  borrowed  for  harvesting  and  mov- 
ing the  crops.  In  other  respects,  the  transfers  in  1920  are  simi- 
lar to  those  of  1919,  and  a  detailed  explanation  would  be  repe- 
tition. 

The  Federal  Reserve  Banks  continued  to  perform  this  service 
as  fiscal  agencies  for  the  United  States  Government,  and  the 
work  of  the  sub-treasuries,  which  was  discontinued  by  Act  of 
Congress  May  29,  1920,  was  taken  over  by  them  on  March  1, 
1920.  Each  bank  telegraphs  the  Federal  Reserve  Board  the 
gross  amount  collected  for  every  other  Federal  Reserve  Bank 
and  direct  settling  branch,  before  the  final  closing  for  the  day  ; 
the  settlement  is  made  by  the  Federal  Reserve  Board  the  same 
day :  and  telegraphic  reports  are  despatched  to  each  Federal 
Reserve  Bank  and  direct  settling  branch,  so  that  they  reach 
^them  before  the  opening  for  business  the  following  morning, 
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when  the  hooks  for  the  previous  day  are  closed.     Tliis  eliminates 
the  inter-Federal  Reserve  Hank  "float." 

On  April  10,  1920,  the  Federal  Reserve  Board  authorized 
payments  through  the  Gold  Settlement  Fund  by  Federal  Re- 
serve Banks  to  the  Treasurer  of  the  United  States  for  accounts 
of  member  national  banks,  for  credit  to  their  5  per  cent  redemp- 
tion fund  against  national  bank  notes  to  be  made  in  any  amount, 
instead  of  in  even  dollars,  as  previously.  This  resulted  in  an 
immediate  increase  in  the  number  and  volume  of  such  trans- 
actions, which  were  further  increased  with  the  discontinuance 
of  the  sub-treasuries  with  which  the  bulk  of  such  deposits  had 
been  carried.  The  average  weekly  volume  of  clearings  and 
transfers  of  the  Gold  Settlement  Fund  in  1920  was  $1,793,- 
584,000. 

Seasonal  Transfers  to  and  from  the  Gold  Settlement  Fund  in 
the  Account  of  the  Federal  Reserve  Bank  of  New  York 

The  principal  peaks  in  the  transfer  of  funds  to  the  New- 
York  bank  in  1919  were  in  January,  $720,000,000 ;  March,  $564,- 
000,000;  September,  $376,000,000;  and  December,  $247,000,000, 
as  shown  by  Figs.  XIII  and  XV.  All  of  these  peaks  are  identi- 
fied with  the  movements  of  funds  for  the  Government  in  connec- 
tion with  war  loans,  taxes,  and  the  like,  which  have  been  pointed 
out  in  the  analysis  of  the  total  transfers  of  all  Federal  Reserve 
Banks  in  1919,  and  cannot  be  considered  as  seasonal  movements. 
However,  the  January  peak  comes  simultaneously  with  the  flow 
of  funds  back  to  New  York  which  were  used  for  moving  the 
crops. 

The  transfers  from  the  Fund  by  the  New  York  bank  are 
largest  in  March,  June,  and  September.  These  transfers  are 
also  identified  with  the  movements  of  funds  for  the  Government, 
which  have  just  been  pointed  out;  but  March  is  the  month  for 
the  payment  of  quarterly  dividends,  the  settlement  of  rents,  and 
maturing  obligations.  In  June,  dividends  and  semi-annual  in- 
terest on  bonds  are  paid;  and  the  farmers  are  borrowing  heavily 
for  the  production  of  crops.  In  September,  the  third  quarterly 
dividends  are  paid,  and  the  agricultural  districts  demand  funds 
for  the  harvesting  and  moving  of  the  crops. 

In  1920,  the  movements  of  currency  for  the  Government  were 
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materially    less  than   in   1919.     The  total  transfers  to  the  New 
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York  bank  were  $1,255,000,000  against  $3,448,000,000  the  previ- 
ous year.     The  principal  transfers  to  the  fund  of  the  New  York 
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bank  were  in  January,  September,  and  December.  In  January, 
funds  borrowed  for  moving  the  crops  and  the  New  Year  invest- 
ments flowed  back  to  New  York.  In  September,  the  movement 
of  funds  for  the  Government  and  the  purchase  of  supplies  by 
Transfers  To.     Fig.  XV 
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merchants  from  other  parts  of  the  country,  accounted  Eor  the 
heavy  transfers  to  the  New  York  bank.  The  December  transfers 
were  the  results  of  the  return  of  crop  moving  funds  and  pay- 
ments for  holiday  supplies. 

The  transfers  for  funds  from  New  York  were  largesl  in  Jan- 
uary, April,  and  October;  Imt  only  in  the  months  of  April  and 
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September  were  these  transfers  identified  with  the  seasonal  de- 
mands of  agriculture.  The  purposes  have  been  pointed  out  and 
need  not  be  repeated;  however,  it  should  be  noted  thai  the  New 
York  hanks  were  much  less  affected  by  the  seasonal  demands  of 
agriculture  under  the  Federal  Reserve  System  than  they  were 
under  the  national  banking  system.  This  was  due  to  the  ability 
of  the  Federal  Reserve  Hanks  in  the  agricultural  districts  to 
supply  the  needs  of  their  rural  customers. 

Seasonal  Variation  in  the  Ownership  of  Gold  in  the  Gold  Set- 
tlement Fund  by  Representative  Federal  Reserve  Banks 
by  Months,  through  Transfers  and  Settlements — 1919. 
Changes  in  the  ownership  of  the  gold  in  the  Gold  Settlement 
Fund  are  caused  by  inter-district  settlements  between  the  Fed- 
eral Reserve  Banks  and  the  agents,  and  intra-district  settlements 
between  the  Federal  Reserve  Banks  and  their  member  banks. 
Up  to  the  present,  no  period  in  the  operations  through  the 
Gold  Settlement  Fund  has  been  representative  of  seasonal  varia- 
tions. This  fund  has  been  continually  increasing,  due  to  the 
popularity  and  convenience  of  its  service,  and  the  increase  in 
the  number  of  member  banks.  The  enormous  fiscal  operations 
of  the  Government  in  connection  with  war  finance,  and  the  tak- 
ing over  of  the  work  of  the  sub-treasuries  by  the  Federal  Reserve 
Banks,  have  almost  submerged  the  seasonal  variations.  If  it  were 
possible  to  obtain  the  statistics  of  all  loans,  rediscounts,  and  set- 
tlements, between  the  several  Federal  Reserve  Banks,  and  the 
dates  and  purposes  of  each,  it  would  be  possible  to  ascertain 
rather  accurately  the  inter-district  movements  of  funds  and  serv- 
ices made  possible  through  the  Gold  Settlement  Fund  for  the 
seasonal  demands  of  agriculture,  but  this  information  is  not  to 
be  obtained.  Consequently,  the  analysis  of  all  the  changes  in 
the  ownership  of  gold  in  the  Gold  Settlement  Fund  by  the  sev- 
eral banks  will  not  be  attempted  in  this  study,  but  rather  the 
changes  in  ownership  corresponding  with  the  seasonal  demands 
of  agriculture  which  have  been  analyzed,  will  be  pointed  out. 

How  the  Funds  are  Transferred  between  Districts 

Changes  in  the  ownership  of  the  Gold  Settlement  Fund  by 
each  Federal  Reserve  Bank  arise  from  transactions  between  the 
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Reserve  districts,  which  are  cleared  through  the  Reserve  Banks. 
One  of  the  largest  elements  in  these  transactions  is  the  collec- 
tion and  clearance  of  immense  volumes  of  checks  representing 
the  daily  turnovers  of  commerce  and  industry. 

The  business  and  agricultural  interests  of  the  country  are 
benefited  by  these  prompt  settlements.  Suppose,  for  instance,  a 
merchant  in  New  York  deposits  in  his  bank  a  check  for  $100,000 
drawn  upon  a  bank  in  Chicago.  Formerly,  the  check  would 
travel  to  Chicago,  where,  upon  its  arrival,  it  would  be  charged 
to  the  account  of  the  man  who  drew  it,  and  his  bank  would 
mail  the  New  York  bank  a  New  York  draft  in  payment.  But 
the  $100,000  would  not  be  available  to  the  merchant  at  his  New 
York  bank  until  the  check  arrived,  perhaps  four  or  five  days 
after  the  merchant  deposited  the  original  check.  Now,  the  Chi- 
cago bank  upon  which  the  check  is  drawn  makes  payment  to 
the  Federal  Reserve  Bank  of  Chicago.  The  same  day,  the  funds 
are  transferred  to  the  New  York  Federal  Reserve  Bank,  which, 
in  turn,  settles  immediately  with  the  bank  that  presented  the 
check  for  collection. 

The  Gold  Settlement  Fund,  with  the  private  wire  system  con- 
necting the  Reserve  Banks,  provides  for  the  immediate  transfer 
of  funds  by  telegraph,  at  par.  However,  such  transactions  are 
usually  for  large  sums.  A  large  number  of  small  transactions 
would  clog  the  system  and  hamper  its  efficiency.  The  use  of 
the  wire  transfer  system  is  shown  by  the  statement  of  the  New 
York  bank  in  the  following  table : 

Table  XIII. —  Were  Transfers  Made  by  the  New  York  Reserve  Bank 

1!>1  (i    TO    1020  5 

Year  Number  Amount 

1916  2,971  $      185,000,000 

1!H7  10,302  6,768,000,000 

1918  39,099  19,384,000,000 

1919  82,321  18,245,000,000 

1020  147,302  17,022,000,000 

The  Gold  Settlement  Fund  lias  provided  for  all  the  separate 
Federal  Reserve  Banks  and  their  respective  districts  the  service 
of  daily  and  hourly  interchange  of  funds.     By  simple  bookkeep 

6  These  include  transfers  for  the  United  States  Treasury. 
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ing  transactions  al  the  office  of  the  Federal  Reserve  Hoard,  and 
immediately  by  the  speed  of  the  private  electric  wire  system, 
Funds  are  made  available  in  any  district  where  needed.  Before 
the  Federal  Reserve  System  no  such  mobility  of  funds  was  pos- 
sible. The  movement  between  the  separate  districts  will  be  illus- 
trated by  the  principal  changes  in  ownership  of  the  Gold  Settle- 
ment Fund  of  some  of  the  banks  representing  industrial  and 
agricultural  centers. 

New  York— 1919 

The  principal  decreases  in  the  proportionate  ownership  of  the 
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Chart    IX. 


N't    changes    in    Ownership    of   The    Gold    Settlement 
Fund,   1910,  Xew  York. 


Gold  Settlement  Fund  by  the  New  York  bank  in  1919  were  in 
January.  April.  July.  August,  October,  and  December;  the  prin- 
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cipal  increases  were  in  January,  March,  May,  July,  and  Sep- 
tember. 

In  January,  dividends,  interest,  and  maturing  obligations  in- 
eluding  holiday  expenses  were  paid  to  all  other  districts  through 
New  York.  In  April,  payments  were  made  for  spring  supplies ; 
in  July  and  August,  correspondents  withdrew  their  deposits, 
and  borrowed,  anticipating  crop  moving ;  in  October  further  ad- 
vancements were  made  from  New  York  for  the  crop  moving,  and 
in  December,  for  the  holiday  purchases  and  expenses. 

The  increase  in  March  was  due  to  the  payment  for  supplies 
purchased  from  New  York  manufacturers  and  wholesalers  by 
customers  of  other  districts,  and  the  settlement  of  taxes  and 
fiscal  obligations  through  the  New  York  bank.  The  May  increase 
was,  perhaps,  due  to  settlements  for  goods  already  purchased, 
such  as  farm  equipment  and  merchandise.  The  July  and  Sep- 
tember increase  was  the  result  of  payments  for  merchandise,  in- 
vestments, and  the  fiscal  operations  for  the  Government ;  on  the 
other  hand  the  decreases  in  August,  together  with  those  from 
October  to  the  end  of  the  year,  were  the  result  of  withdrawals 
for  the  crop  moving  and  inter-district  transactions. 

The  fiscal  operations  of  the  Government,  which  have  been  sum- 
marized before,  play  an  important  part  in  the  transfers  through 
the  Gold  Settlement  Fund  and  particularly  that  of  the  New  York- 
bank,  because  a  large  proportion  of  the  Government's  fiscal 
operations  are  finally  settled  through  New  York.  However, 
these  are  not  a  part  of  the  seasonal  variations,  and  can  only 
he  considered  incidentally. 

Chicago— 1919 

The  principal  decreases  in  the  fund  of  the  Chicago  bank  were 
in  January,  March,  May,  July,  October,  and  November,  corre- 
sponding precisely  with  the  increases  in  the  fund  of  the  New 
York  bank,  except  for  October  and  November.  The  autumn  in- 
crease in  the  New  York  bank  fund  was  during  September. 

The  January  decrease  of  the  Chicago  bank's  funds  was  for 
the  holiday  settlements  and  the  return  of  funds  to  the  Easl  for 
investment  after  the  crop  moving.  The  .Match  decrease  was  \'nv 
the  settlement  of  rents,  and  Other  spring  contracts  by  farmers. 
In  May,  fertilizers  and  equipment   were  bought.      In  July,  funds 
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were  arranged  for  by  the  Southern  stales  Eor  harvesting  and 
moving  the  crops.  In  October  and  November,  settlements  were 
made  in  the  West  for  Live  stock  slaughtered,  and  in  the  Eas1  for 
merchandise  and  manufactured  goods;  and  heavy  loans  were  also 
made  to  other  Federal  Reserve  Banks. 

The  principal  increases  in  the  fund  of  the  Chicago  bank  were 
in  January,  April,  July,  October,  and  December.  In  January 
and  December,  settlements  were  made  by  the  Eastern  banks  for 
products  such  as  grain  and  provisions  purchased  from  the  Chi- 
cago districts,  and  the  Southern  and  Western  hanks  repaid  the 
funds  borrowed  for  moving  the   crops.     In   April,   settlements 
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Chart  X. — Net   Changes  in   Ownership   of  The   Cold    Settlement 
Fund,   1919,  Chii  ago. 

were  made  from  all  over  the  country  for  fertilizers  and  farm 
machinery  bought  in  Chicago.  In  July,  the  Chicago  district 
provided  for  funds  to  move  the  crops ;  and  in  October,  settle- 
ments were  made  for  the  feeder  live  stock,  grain  and  provisions 
bought  by  other  districts. 


Minneapolis — 1919 

The  principal  decreases  in  the  fund  of  the  Minneapolis  bank 
were  in  January,  March,  and  October.  In  January,  settlements 
were  made  for  funds  borrowed  for  the  crop  moving.  In  March, 
settlements  were  made  for  rents,  interest,  and  mortgages  held 
outside  the  district.  In  October,  feeder  live  stock  was  brought 
into  the  district  for  the  winter  feeding,  the  fall  crops  were 
seeded,  and  winter  clothing  and  supplies  were  purchased. 
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The  peak  increase  in  the  fund  was  in  May.  This  was  for  the 
settlement  for  grain  which  had  been  held  in  elevators,  and  which 
had  not  been  marketed  earlier  because  of  the  shortage  of  cars  in 
the  Northwest  that  year,  and  for  other  reasons. 

San  Francisco — 1919 

The  principal  decreases  in  the  fund  of  the  San  Francisco 
bank  were  in  February  and  July.  The  February  decrease  is 
accounted  for  by  the  heavy  importation  of  supplies  and  the 
preparation  for  the  planting  season  in  the  southern  part  of  the 
district,  simultaneous  with  the  settlements  of  the  northern  part 
of  the  district  for  crop  moving  credit.  The  July  decrease  was 
due  to  the  borrowing  for  the  harvesting  and  marketing  of  the 
crops,  particularly  in  California.  Also,  at  this  season  of  the 
year,  large  supplies  of  merchandise  are  purchased  from  Chicago 
and  the  East.  From  June  to  December,  the  fund  increased, 
the  peak  increase  being  in  June,  August,  and  November.  These 
increases  were  accounted  for  by  the  settlements  made  by  Eastern 
banks  for  Californian  products,  such  as  oranges,  lemons,  raisins, 
prunes,  dried  fruits,  canned  goods,  Northwestern  apples,  and  the 
like. 

New  York— 1920 

Neither  the  increases  nor  decreases  of  the  New  York  bank's 
fund  in  1920  were  as  large  as  those  of  the  previous  year,  due 
primarily  to  the  reduction  in  the  movement  of  funds  for  the 
fiscal  operations  of  the  Government.  The  principal  decreases 
were  in  February,  April,  June,  and  September.  The  decreases 
in  February,  April,  and  June  correspond  to  the  seasonal  de- 
mands described  in  11)19.  The  September  decrease  was  un- 
doubtedly due  to  the  heavy  loans  made  to  other  Federal  Re- 
serve Banks,  and  particularly  in  the  agricultural  districts,  when' 
farmers  had  either  been  unable  to  sell,  or  bad  not  .sold  their 
crops  due  to  the  slow  demand  and  the  decline  in  prices. 

The  increases  in  the  fund  of  the  New  York  bank  were  largest 

in  February,  March,  June,  and  September.     The  February   in 

crease  was  due  to  the  same  causes  pointed  out    \'or  the   previous 

year,  namely:  the  payments  for  holiday  supplies  and  the  return 
of  the  funds  from  the  crop  moving.     In  .March,  June,  and  Sep 
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tember,  the  increases  were  partially  due  to  settlements  made  by 
other  districts,  together  with  the  deposits  of  the  receipts  of  the 
income  and  excess  profits  taxes  in  the  New  York  bank  by  the 
Government,  aggregating  •+i_>-~>7.r)7(>,< >( >o  in  .March,  $248,015,000  in 
June,  and  $233,195,000  in  September.8 
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Fig.  XIX 

Chart    XI. — Net    Changes    in    Ownorship    of    the    Gold    Settlement 
Fund,  1920,  New  York. 

Chicago— 1920 

The  Gold  Settlement  Fund  of  the  Federal  Reserve  Bank  of 
Chicago  decreased  in  very  large  volumes  for  each  month  of  the 
first  quarter  of  the  year,  and  in  June  and  September.  The  de- 
creases for  January,  February,  and  March  were  accounted  for 
in  part  by  settlements  made  with  other  Federal  Reserve  Banks, 
but  the  largest  volume  of  the  decrease  was  due  to  loans  to  other 
Federal  Reserve  Banks.  The  largest  decrease  during  the  year 
was  in  January.  The  loans  to  other  Federal  Reserve  Banks  Jan- 
uary 1st  were  $19,270,000,  and  January  15th  $67,500,000.  Feb- 
ruary  2nd,   loans  to   other  banks   aggregated   $48,800,000,   and 


See  Annua]  Report  of  the  Federal  Reserve  Board,  1920,  p.  393. 
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February  14th,  $42,195,000.  March  1st,  loans  to  other  Federal 
Reserve  Banks  aggregated  $28,535,000  and  March  15th  $18,690,- 
000.  It  should  be  observed  that  the  decrease  in  the  fund  was 
larger  in  March  than  in  February,  but  the  loans  to  other  Fed- 
eral Reserve  Banks  were  considerably  less.  This  is  accounted  for 
by  the  March  settlements  of  rents ;  and  the  payment  of  mort- 
gages to  holders  outside  of  the  Chicago  district.  The  June  de- 
crease cannot  be  accounted  for  by  loans  to  other  banks,  because 
none  were  made;  but  this  decrease  is  easily  accounted  for  by 
the  mid-year  settlements  of  interest,  installments  on  mortgages 
held  outside  the  district,  and  the  like. 
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Chart  XII. — Net  Changes  in  Ownership  of  the  Gold  Settlemenl   Fund, 
1920,   Chicago. 

Like  the  June,  the  September  decrease  was  no1  due  to  loans, 
but  was  accounted  for  by  the  withdrawal  of  funds  for  the  crop 
moving  from  banks  in  the  district  by  correspondents  of  the 
South  and  West. 

The  largest  increase  in  the  fund  of  the  Chicago  bank  in  1920 
was  in  January.  Other  minor  increases  wen-  in  April,  duly,  and 
December.  The  January  increase  was  due  to  the  return  of  the 
funds  withdrawn  for  the  crop-moving  in  the  South  and  West 
by  correspondents  with  Chicago  banks  and.  also,  to  the  payments 
for  supplies  purchased  from  the  ( IhicagO  district,  and  to  the  holi- 
day season.  The  April  increase  was.  perhaps,  due  to  the  repay- 
ment of  funds  borrowed  by  other  Federal  Reserve  Ranks  and  to 
the  farmers'  purchase  of  fertilizers  and  farm  machinery  in  the 
.southern  and  western  districts.    The  increase  was  due  in  a  large 
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part  to  the  rediscounting  with  other  Federal  Reserve  Banks 
aggregating  $29,477,500  July  1st  and  $17,053,500  July  15th. 
The  increase  in  December  was  due  to  the  same  eauses  enumerated 
for  January. 

Minneapolis — 1920 

The  peak  decrease  in  the  fund  of  the  Minneapolis  bank  was 
in  April.  In  this  district,  April  is  the  month  for  .settling  spring 
contracts,  paying  rents,  buying  farms  and  farm  supplies  such  as 
fertilizers,  seed,  and  machinery.  Most  of  the  supplies  are  bought 
outside  the  district,  and  many  of  the  contracts  and  maturing 
obligations  are  made  with  residents  of  other  districts.  The 
peak  increase  in  the  fund  was  in  January,  and  is  accounted 
for  by  the  payments  made  for  grain  shipped  to  other  districts. 
The  narrow  variations  in  the  fund  of  the  Minneapolis  and  St. 
Louis  banks  during  1920  were  due  to  the  slump  in  prices,  and 
the  accompanying  decline  in  business  activities. 

San  Francisco — 1920 

The  largest  decreases  in  the  fund  of  the  San  Francisco  bank 
Mere  in  January  and  April.  The  January  decrease  is  ac- 
counted for  by  the  settlements  made  with  Eastern  districts  for 
holiday  supplies,  and  the  purchase  of  equipment  for  the  spring 
planting  in  the  southern  part  of  the  district.  The  April  de- 
crease was  perhaps  due  to  payments  made  to  other  Reserve 
banks  in  connection  with  the  Victory  Liberty  loan  floated  dur- 
ing that  month,  and  to  the  movement  of  currency  out  of  Cali- 
fornia before  the  assessor  makes  his  rounds  in  April,  because  of 
the  tax  on  currency  which  has  been  explained  earlier  in  this 
work.  The  largest  increases  in  the  fund  were  in  March,  June, 
September,  and  October.  The  March  increase  is  accounted  for  by 
the  settlements  made  by  other  districts  for  spring  fruits  and  vege- 
tables from  the  southern  part  of  the  San  Francisco  district,  and 
particularly  Southern  California.  The  increase  in  June  was, 
in  like  manner,  due  to  the  payments  received  for  the  heavy  ship- 
ments of  the  new  citrus  fruit  crop.  From  August  until  the  end 
of  the  year,  the  increases  in  the  fund  were  large;  the  peak  of 
the  autumn  increases  was  reached  in  October.  These  increases 
woe  accounted  for  by  the  payments  made  from  other  districts 
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for  shipment  of  fruits  and  vegetables;  as,  citrus  fruits,  North- 
western apples,  dried  fruits,  raisins,  prunes,  cherries,  grapes, 
and  canned  goods.  Also,  large  quantities  of  grain  are  shipped 
east  from  this  district,  and  particularly  from  the  Northwestern 
states. 


CHAPTER  XVII 

DISCOUNT  RATES  OF  THE  FEDERAL  RESERVE  BANKS 
FROM  THE  DATE  OF  ORGANIZATION  TO  THE  END  OF 
THE  YEAR  1919.  HIGH  AND  LOW  RATES  ON  61  TO  90 
DAYS  PAPER,  AND  AGRICULTURAL  AND  LIVE  STOCK 
PAPER  MATURING  AFTER  90  DAYS,  COMPARED 

Upon  the  opening:  of  the  Federal  Reserve  Banks,  November 
16,  1914,  problems  of  a  discount  policy,  and  discount  rates 
for  the  several  banks  at  once  arose.  What  should  the  discount 
rate  or  rates  be,  not  only  at  the  several  banks,  but  on  the  several 
classes  of  paper?  What  effect  should  the  length  of  maturity, 
character  of  the  security,  and  liquidity  of  the  paper  offered  for 
discount  at  the  Federal  Reserve  Banks  have  upon  the  rates? 
Should  there  be  uniform  rates  for  all  districts,  or  should  the 
rates  for  the  several  districts  differ  as  circumstances  might 
dictate  ? 

There  was  no  standard  or  former  experience  by  which  the 
Federal  Reserve  Board  or  the  banks  could  fix  the  proper  rates  at 
the  opening  of  the  system.  However,  it  was  felt  that  the  rates 
should  be  started  too  high,  rather  than  too  low ;  because  it 
would  be  less  difficult  for  a  new  system  to  lower  the  rates  than 
to  raise  them ;  consequently,  by  examining  the  discount  rates  at 
the  opening  of  the  banks,  they  are  found  to  be  the  highest  on 
record,  up  to  the  end  of  the  year  1919.  The  first  year  the  high 
rate  was  G  per  cent  in  all  the  banks,  except  Atlanta,  Minne- 
apolis, Kansas  City,  Dallas,  and  San  Francisco,  where  the  high 
rate  was  6y2  per  cent.  From  this  high  level,  the  rates  declined 
until  the  highest  of  all  banks,  except  San  Francisco,  were  be- 
tween 4  and  5  per  cent,  in  1916.  San  Francisco's  high  rate  was  6 
per  cent  for  agricultural  and  live  stock  paper  maturing  after  90 
days,  and  4%  per  cent  for  all  other  paper. 

During  1915,  the  Federal  Reserve  Board  endeavored  to  "de- 
velop a  consistent  discount  polic}r,  graduating  its  rates  accord- 
ing to  the  maturity  and  the  character  of  the  paper  discounted  or 
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purchased  in  the  open  market. ' ' 1  During  the  year,  the  rates 
were  rapidly  reduced,  and  successful  steps  were  taken  toward 
uniform  rates  for  the  whole  country — that  is,  a  consistent  rela- 
tion one  to  another,  of  the  rates  in  the  several  districts.  To 
maintain  the  same  rates  in  all  districts  would  he  impracticable. 
The  eastern  districts  have  larger  savings  than  the  western  and 
southern  districts,  and,  consequently,  a  larger  demand  for  short- 
term  paper  at  lower  rates ;  also,  loans  to  a  clothing  merchant  in 
Boston  or  live  stock  farmer  in  Illinois  are  less  speculative  than 
loans  to  men  in  similar  businesses  in  the  sparsely  settled  districts 
of  North  Dakota,  Montana,  or  Idaho,  where  the  climatic  and 
business  conditions  are  very  uncertain. 

At  the  close  of  the  year  1915,  the  rates  for  paper  with  Gl 
to  90  days  maturity  were  4  and  \A/->  per  cent  and  agricultural 
and  live  stock  paper  maturing  after  90  days,  41-.  to  6  per  cent. 
However,  in  part,  the  lowering  of  rates  was  due  to  the  inflow 
of  gold  from  foreign  countries,  as  a  result  of  the  war,  which 
had  brought  about  the  heav}'  demand  for  American  products  and 
materials,  and,  consequently,  a  large  balance  of  credit  in  favor 
of  the  United  States. 

To  follow  the  policy  of  the  Federal  Reserve  Hoard  and  the 
several  banks  in  regard  to  discount  rates  would  be  very  interest- 
ing, but  the  problem  under  consideration  is  that  of  the  rates 
for  agricultural  and  live  stock  paper  maturing  after  90  days, 
compared  with  paper  of  61  to  90  days'  maturity,  and  an  analysis 
of  the  other  problems  must  necessarily  be  eliminated  from  this 
study. 

Boston 

The  discount  rates  for  agricultural  and  Live  stock  paper  ma- 
turing after  90  days  declined  from  the  high  level  of  6  to  5  per 
cent  in  1915,  and  remained  at  this  figure  throughout  the  five 
years  under  consideration. 

The  rate  for  paper  with  a  61    to  90  days'  maturity  declined 
from  a  high  rate  of  6  to  1  per  cent  in  1915,  and  remained  at  4  per 
cent  until  1917,  when  the  hi<jh  increased  to  5,  and  the  low  re 
mained  4.    In  1918,  the  high  rate  was  5  and  the  low  ■!■''•  j,  bu!  in 

1919  the  high  declined  to  V'\   and  the  low   remained    \:u\. 
i  Annual  Report  of  the  Federal  Reserve  Board,  1015,  p.  5. 
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The  straight  rates  on  the  agricultural  and  Live  slock  paper, 
after  the  decline  from  the  high  of  1915,  are  accounted  for  by 
the  fact  that  this  class  of  paper  is  a  negligible  factor  in  the 
rediscounts  of  the  Host  on  bank.  The  higher  rates  paid  on  this 
class  of  paper,  in  general,  were  due  to  the  longer  term,  for 
which  an  additional  charge  would  ordinarily  be  expected  in 
commercial  banking. 

The  changing  rates  of  paper  maturing  between  61  and  90 
days  were  due  to  the  fluctuating  supply  of  this  class  of  paper 
offered  for  rediscount.  The  rates  for  all  classes  of  paper  would 
have  increased  more  than  they  did,  had  it  not  been  for  the 
shipments  of  gold  from  foreign  countries  to  the  United  States, 
in  payment  of  their  balances  for  manufactured  goods  and  war 
materials. 


New  York 

The  rates  of  the  New  York  Federal  Reserve  Bank  for  agri- 
cultural and  live  stock  paper  took  precisely  the  same  trend  dur- 
ing the  period  under  discussion  as  those  of  the  Boston  bank, 
and  are  accounted  for  by  the  same  economic  reason.  The  New 
York  rates  for  paper  with  61  to  90  days'  maturity,  however, 
differed  from  the  Boston  rates  in  not  reaching  a  high  rate  above 
4%  and  a  low  of  4i/>  per  cent  in  1918,  being  in  each  case  ^4  per 
cent  below  the  Boston  rate. 

The  low  rate  on  commercial  paper  maturing  within  90  days 
was  influenced  by  the  rate  at  which  the  Government  was  financ- 
ing. The  New  York  bank  adopted  the  policy  that  "in  view 
of  the  Government's  policy  of  financing  at  low  rates  of  in- 
terest, the  Federal  Reserve  Bank  should  maintain  steady  and 
correspondingly  low  discount  rates,  and  endeavor  in  individual 
cases  to  check  any  tendency  toward  taking  advantage  of  the  low 
rates  for  the  mere  purpose  of  profit  making."2 

In  proportion  to  the  aggregate  of  rediscounts,  agricultural  and 
live  stock  paper  maturing  after  90  days  is  an  item  of  minor  im- 
portance in  the  New  York  bank;  however,  the  general  higher 
rate  charged  is  .justified  by  the  length  of  maturity. 

2  Annual  Report  of  the  Federal  Reserve  Board,  1018,  p.  318. 
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Philadelphia 

The  rate  on  agricultural  and  live  stock  paper  maturing  after 
90  days  at  the  Philadelphia  bank  declined  from  a.  high  rate  of  6 
to  a  low  of  4V>  per  cent  in  1915,  and  remained  at  a  low  level 
throughout  1916.  In  1917,  the  rate  showed  a  high  of  5,  and  a 
low  of  4!/o  per  cent,  and  stood  at  5  per  cent  for  both  high  and 
low  throughout  the  two  following  years. 

The  rate  for  paper  maturing  between  61  and  90  days  declined 
from  the  high  rate  of  6  to  4  per  cent  in  1915,  and  stood  at  4  in 
1916,  but  reached  a  high  of  4y2  in  1917  and  4%  the  two  follow- 
ing years.  The  low  in  1917  remained  at  4  per  cent,  but  increased 
to  4i/2  in  1918  and  4%  in  1919. 

The  increase  in  the  rate  for  agricultural  and  live  stock  paper 
to  the  high  rate  of  5  per  cent  in  1917  is  difficult  to  account  for, 
because  the  amount  of  this  class  of  paper  rediscounted  was 
$30,900,  against  $43,000,  the  previous  year.  However,  as  the 
rates  for  90  days'  maturity  also  increase  it  may  be  accounted 
for  by  the  increase  in  the  total  volume  of  paper  rediscounted,  and 
the  resulting  increase  in  the  rates  for  all  classes  of  paper.  The 
two  following  years,  the  rate  on  farmers'  paper  maturing  after 
90  days  remained  steady  at  5  per  cent,  while  the  rate  for  paper 
maturing  under  90  days  showed  a  gradual  increase.  The  longer 
term  granted  on  agricultural  and  live  stock  paper  accounts  for 
this  higher  rate. 

Cleveland 

The  discount  rate  of  the  Cleveland  bank  declined  from  the 
high  of  6  to  the  low  of  5  per  cent  in  1915,  and  remained  steady 
at  5  per  cent  until  1918,  when  the  high  increased  to  51/!  and  at 
which  rate  both  high  and  low  remained  during  1919. 

The  rate  for  paper  with  61  to  90  days'  maturity  declined 
from  the  high  rate  of  6  to  a  low  of  4V2  per  cent  in  1915,  and  re- 
mained at  the  low  rate  until  1918,  when  the  high  increased  y± 
per  cent,  at  which  rate  both  high  and  low  stood  in  1919. 

The  general  higher  rates  of  agricultural  and  live  stock  paper- 
were  due  to  the  longer  term  required.  The  increase  in  the  rate  in 
1918  was  perhaps  due  to  the  general  increase  in  the  volume  of 
all  classes  of  paper  rediscounted   with  the  Reserve    Bank,  and 
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particularly  thai  of  farmers  maturing  ;iI'i<t  90  days,  the  volume 
nt'  which  was  $1,078,100,  againsl  $67,000  the  previous  year.  The 
fates  for  til  to  90  day  paper  increased  at  the  same  time,  and 
for  the  same  economic  reasons. 

The  higher  raics  prevailing  in  L919  were  due  to  the  continued 
increase  in  the  total  volume  of  paper  offered  for  discount.  How- 
ever, the  volume  of  agricultural  and  live  stock  paper  maturing 
after  90  days  decreased  to  $344,400  in  1919;  but  the  rates  re- 
mained steady  at  5'  i  per  cent,  due  to  the  seasonal  and  less 
flexible  character  of  this  class  of  paper. 

Richmond 

The  discount  rates  of  the  Richmond  bank  for  agricultural  and 
live  stock  paper  declined  from  the  high  rate  of  6  to  a  low  of  5  per 
cent  in  1915.  In  1916,  the  high  was  5,  and  the  low  4^  per  cent. 
In  1917,  both  high  and  low  were  4%  per  cent;  but  in  1918,  the 
high  increased  %  per  cent,  and  both  high  and  low  remained  at 
5  per  cent  during  1919. 

The  rates  for  paper  maturing  between  61  and  90  days  de- 
clined from  6  to  4  per  cent  in  1915,  and  both  rates  stood  at  4 
per  cent  in  1916.  The  high  increased  %  per  cent  in  1917,  and 
in  1918;  but  declined  *4  Per  eent  in  1919.  The  low  was  4  per 
cent  in  1917,  but  increased  %  per  cent  in  1918  and  14  per  cent 
in  1919. 

The  declines  in  the  rates  for  agricultural  and  live  stock  paper 
in  1916  and  1917  were  due  to  the  rates  starting  at  entirely  too 
high  a  level,  and  the  encouragement  of  farm  production  in  1917 
sought  by  the  liberal  policy  dictated  by  the  Federal  Reserve 
Board,  and  acted  upon  by  the  Federal  Reserve  Banks.  How- 
ever, it  is  observed  that  the  high  for  61  to  90  days'  maturity 
increased  %  per  cent  over  the  previous  year.  This  was  due  to 
the  large  volume  of  this  class  of  paper  offered  for  rediscount.  The 
rates  for  farmers'  long  paper  would  have  increased  had  they  not 
had  a  preferential  rate  in  the  agricultural  districts.  With  the 
exception  of  the  low  rate  of  the  agricultural  paper,  both  classes 
of  paper  increased  H  per  cent  in  1918.  However,  the  rates  for 
both  classes  of  paper  were  the  same.  The  commercial  paper  rates 
increased,  due  to  the  increase  in  volume,  and  the  farmers'  paper 
did  not,  perhaps  because  of  its  preferential  character;  in  spite 
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of  this  fact,  the  volume  aggregated  $3,099,800,  againsl  $1,295,500 
the  previous  year.  In  1919,  the  increase  of  '  (  per  cenl  ou 
commercial  paper  and  \U  per  cent  on  the  low  of  agricultural 
paper  is  accounted  for  by  the  tightening  up  of  the  lines  of 
credit,  and  the  increase  in  the  volume  of  all  paper  offered  for 
rediscount.  However,  the  volume  of  farmers'  paper  maturing 
after  90  days  decreased  to  $1,689,000,  which  indicated  that  the 
preferential  rate  offered  to  stimulate  agricultural  production 
had  been  discarded. 

Atlanta 

The  high  rate  for  both  classes  of  paper  started  at  6%  per 
cent.  This  was  due  to  the  prevailing  higher  rates  in  the  dis- 
trict. But,  curiously  enough,  the  rates  declined  to  4  per  cent 
for  61  to  90  days'  maturity,  and  4^  for  farmers'  paper  matur- 
ing after  90  days  in  1915.  This  is  worth  commenting  upon,  in 
behalf  of  the  service  of  the  Federal  Reserve  System,  particularly 
because  the  farmers  of  the  Atlanta  district  were  passing  through 
an  unfavorable  situation  in  foreign  cotton  markets,  due  to  the 
disturbance  by  the  European  War.  In  1916,  both  rates  on 
agricultural  paper  increased  to  5  per  cent  and  remained  at  this 
figure  until  1919,  when  the  high  increased  ^'per  cent.  The 
rates  for  61  to  90  days'  paper  stood  at  4  per  cent  in  1916.  The 
high  increased  V2  per  cent  in  1917.  In  1919,  the  high  increased 
Yi  and  the  low  Y2  per  cent,  and  in  1919  both  rates  stood  at  l:;, 
per  cent. 

The  flat  rate  for  farmers'  paper  maturing  after  DO  days,  from 
1916  to  19ls  inclusive,  is  accounted  for  by  the  preferential  giveE 
farmers'  paper  to  stimulate  production,  during  these  years. 
The  increase  of  l/>  per  cent  in  the  high  rate  in  1919  was  due 
to  the  increased  volume  of  this  class  of  paper  and  the  tendency 
of  the  bank  to  remove  the  preferential  rate.  The  increase  of 
V2  Per  cent  in  the  commercial  high  rate  in  1917  was  due  to  the 
vast  increase  in  the  volume  of  this  class  of  paper.  In  1918,  the 
additional  increase  of  14  P^r  cent  in  the  high  rate  and  of  ' ._.  per 
cent  in   the   low   was  due  to  the   increased    volume  of   this   class 

of  paper  offered  for  discount,  and  the  tendency  to  discriminate 

;iL!;nnst   non-essential  commercial  activities.     The  H;it   rale  of   I  '1 
in   1919  indicated  the  tendency  to  tighten  the  lines  of  credit  due 
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ti>  the  remarkable  increase  in  the  total  volume  of  paper  offered 
for  discount.  However,  t lie  low  rates  maintained  in  the  Atlanta 
district  where  farmers  have  been  known  to  pay  40  per  eent  for 
store  credit,  indicates  that  the  Federal  Reserve  System  lias  re- 
markably improved  the  credit  situation  in  the  agricultural  dis- 
tricts of  the  South. 

Chicago 

The  high  rate  of  6  per  cent  on  discounted  agricultural  and 
live  stock  paper  maturing  after  90  days  at  the  Chicago  bank 
in  1915,  declined  to  a  low  of  5  per  cent,  and  both  rates  stood 
at  5  per  cent  in  191 G.  Thus,  the  high  advanced  !/>  per  cent  in 
l!'17,  and  the  two  following  years  both  high  and  low  stood  at 
the  flat  rate  of  5^2  per  cent. 

The  rates  for  commercial  paper  maturing  between  61  and  90 
days  declined  from  the  high  of  6  to  4i/>  per  cent  in  1915,  and 
both  rates  stood  at  4%  in  1916.  The  high  increased  %  per  cent 
in  1917,  and  the  low  y±  per  cent  in  1918.  In  1919,  both  rates 
stood  at  4%  per  cent. 

The  decline  from  the  high  rate  of  1915  was  the  search  for 
normal  rates,  as  was  the  case  of  the  other  Federal  Reserve  Banks. 
The  increase  of  }/>  per  eent  in  the  high  rates  of  both  classes  of 
paper  in  1917  was  due  to  the  remarkable  increase  in  the  volume 
of  paper  offered  for  discount.  The  agricultural  and  live  stock 
paper  maturing  after  90  days,  discounted  by  the  Chicago  bank, 
aggregated  $7,551,400  in  1917,  against  $2,949,400  in  1916. 

In  1918  and  1919,  while  the  commercial  rates  increased,  the 
flat  rate  of  5^  for  the  farmers'  long  paper  is  accounted  for  by 
the  preferential  consideration  given  to  this  class  of  paper  in  the 
Chicago  district.  The  general  higher  rate  charged  on  this  class 
of  paper  is  necessarily  due  to  its  longer  term. 

St.  Louis 

The  St.  Louis  discount  rates  declined  from  the  high  rate  of  6 
for  both  classes  of  paper  to  5  for  farmers'  long  paper,  and  4  for 
commercial  paper,  in  1915.  In  1916,  the  low  for  agricultural 
paper  declined  another  a/2  per  cent  and  the  commercial  rates 
remained  at  4.  In  1917,  the  high  for  the  agricultural  paper  ad- 
vanced to  5i/>  and  the  commercial  to  4!/->  per  cent.    For  the  fol- 
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lowing  two  years  the  rates  for  the  farmers'  long  paper  stood  at 
5y2  per  cent,  and  the  commercial  rates  4%,  except  the  low  of 
1918,  which  was  41/2- 

The  decline  in  the  low  for  agricultural  paper  to  4^  in  1916 
and  the  increase  in  the  high  to  5y2  in  1917  are  difficult  to  ac- 
count for,  unless  the  Keserve  Bank  was  just  experimenting  or 
searching  for  normal  rates.  The  increase  in  1917  was  accom- 
panied by  a  similar  increase  in  the  high  for  commercial  paper 
maturing  between  61  and  90  days,  and,  perhaps,  was  due  to 
the  increase  in  the  volume  of  all  paper  offered  for  discount. 
However,  the  volume  of  agricultural  and  live  stock  paper,  ma- 
turing after  90  days,  offered  for  discount,  was  less  than  that 
of  the  previous  year.  The  tendency  toward  increasing  rates  in 
1918  and  1919  is  accounted  for  by  the  vast  expansion  in  the 
volume  of  paper  offered  for  discount.  The  general  higher  rate 
for  agricultural  and  live  stock  paper  maturing  after  90  days 
was  due  to  the  longer  term,  as  previously  explained. 

Minneapolis 

Like  the  Atlanta  bank,  the  Minneapolis  bank  started  its  dis- 
count rate  at  §x/2  per  cent  in  1915,  due  to  the  general  higher 
level  for  interest  and  discount  rates  in  this  section  of  the  coun- 
try. However,  the  rates  declined  in  1915  to  5  per  cent  for 
farmers'  paper  maturing  after  90  days,  and  4%  for  commercial 
paper  maturing  between  61  and  90  days,  and  remained  flat  at 
this  level  for  both  classes  of  paper  through  1916.  The  decline 
was  due  to  the  search  for  normal  rates.  In  1917,  the  high  rates 
advanced  y2  per  cent,  and  in  1918  the  low  advanced  Vii  Per  cent. 
The  rates  for  both  classes  of  paper  stood  flat  at  5i/>  and  5  per 
cent  in  1918  and  1919. 

The  advance  in  rates  in  1917  was  due  to  the  increase  in  volume 
of  paper  offered  for  discount  as  in  the  two  succeeding  years. 
The  low  rates  for  farmers'  long  paper  were  due  to  preferential 
rates  granted  this  class  of  paper  during  the  war  to  stimulate 
necessary  production.  Like  the  rates  of  the  Atlanta  bank,  the 
Minneapolis  hank  rates  illustrate  the  service  of  the  Federal  Re- 
serve System  to  the  agricultural  districts.  Under  the  national 
banking  system,  stories  of  12  to  20  per  eenl  paid  by  farmers  Eor 
bank  credit  were  heard  in  the  district  of*  the  Minneapolis  bank, 
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but  tho  discount  rates  are  now  on  about  the  same  level  as  those 
of  other  agricultural  districts. 

Kansas  City 

The  Kansas  City  bank,  in  .search  for  a  normal  rate,  started 
at  ti'j  per  cent,  and  declined  to  5  per  cent  for  fanners'  long 
paper,  and  4  for  commercial  paper  maturing  between  61  and 
90  days  in  1915.  The  high  of  the  commercial  paper  increased 
to  iy2  in  1916  and  the  low  4%  in  1917,  while  the  rates  for 
agricultural  long  paper  remained  Mat  at  5  per  cent  for  1916  and 
1917.  In  1918  the  high  of  the  commercial  paper  advanced  to  51/! 
and  the  agricultural  to  5%.  In  1919,  the  high  of  the  commer- 
cial paper  declined  to  5.  and  the  low  advanced  to  5  per  cent;  and 
the  low  of  the  agricultural  paper  advanced  to  ol/->- 

The  tendency  towards  increasing  rates  for  both  classes  of 
paper  during  1918  and  1919  was  due  to  the  vast  expansion  in 
the  volume  of  paper  offered  for  discount.  The  rates  might  have 
gone  higher  in  1918,  had  it  not  been  for  the  desire  to  stimulate 
necessary  production.  But  in  1919,  after  the  war  was  over, 
rates  increased  very  little,  due  to  the  undesirability  of  thwart- 
ing productive  and  commercial  undertakings,  which  had  been 
stimulated  by  the  low  war  time  rates.  The  Kansas  City  district 
is  another  section  of  the  country  where,  under  the  national  bank- 
ing system,  prevailing  rates  were  very  high,  due  to  the  scarcity 
of  loanable  funds  in  this  section  of  the  country ;  but  under  the 
Federal  Reserve  System,  the  rates  do  not  differ  materially  from 
those  of  other  sections  of  the  country. 

Dallas 

The  discount  rates  of  the  Dallas  bank  declined  from  the  high 
level  of  6x/2  per  cent  to  4  per  cent  for  commercial,  and  4%  for 
agricultural  paper  in  1915,  and  stood  flat  at  these  rates  through 
1916.  In  1917,  the  rates  on  agricultural  paper  and  the  high  of 
commercial  paper  advanced  %  Per  cent.  In  1918,  the  high  of 
agricultural  paper  advanced  14  and  the  low  y2  per  cent,  and 
both  rates  advanced  y2  per  cent  for  the  commercial.  In  1919, 
the  low  of  the  commercial  advanced  y2  and  the  agricultural  y± 
per  cent. 

The  decline  from  the  high  rates  of  1915  was  due  to  the  search 
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for  normal  rates.  This  is  particularly  interesting,  from  the 
standpoint  of  the  rates  for  farmers'  long  paper,  because  at  this 
time  the  agricultural  situation  in  the  cotton  growing  states  was 
very  unfavorable,  due  to  the  international  situation  which  had 
restricted  the  foreign  market  for  the  American  crop.  The  ten- 
dency toward  an  increase  in  rates  for  both  classes  of  paper  from 
1917  to  1919,  inclusive,  is  accounted  for  by  the  unprecedented 
expansion  in  the  volume  of  all  classes  of  paper  offered  for  dis- 
count. The  discounting  of  agricultural  and  live  stock  paper  is 
the  chief  function  of  the  Dallas  bank,  and  it  is  striking  how 
these  rates  have  been  held  down  with  the  increasing  volume  of 
this  class  of  paper  each  year.  This  is  accounted  for  by  the 
prosperity  of  the  cotton  and  live  stock  farmers  from  1917  to 
1919,  inclusive,  the  preferential  rates  for  farmers'  paper  to 
stimulate  necessary  production  during  the  war,  and  the  service 
of  the  Federal  Reserve  System  in  reducing  and  equalizing  the 
rates  throughout  the  country.  Under  the  national  banking  sys- 
tem, interest  and  discount  rates  for  paper  in  this  section  of  the 
country  were  very  high;  rumors  of  rates  varying  from  12  to 
24  per  cent  were  reported.  But  under  the  Federal  Reserve  Sys- 
tem the  rates  for  farmers'  long  paper  have  been  only  a  fraction 
above  the  rates  for  long  commercial  paper,  and  the  difference  is 
due  to  the  longer  term  granted  to  farmers'  paper. 

San  Francisco 

Discount  rates  of  the  San  Francisco  bank  declined  from  the 
higb  level  of  6%  per  cent  to  6  per  rent  for  agricultural  and  live 
stock  paper  maturing  after  90  days,  and  4V>  per  cent  for  com- 
mercial paper  maturing  between  6]  and  90  days,  in  1!>1">.  Tin- 
low  for  the  agricultural  paper  declined  to  5%  in  1916,  and  both 
rates  for  this  class  of  paper  stood  at  this  level  throughout  the 
following  three  years.  Both  rates  for  the  commercial  paper 
stood  at  4Vii  during  1916  and  1917;  but  the  high  advanced  I  '2 
per  cent  in  1918  and  the  low  Vi  per  cent   in  1!>19. 

While  the  discount  rates  of  the  San  Francisco  bank  declined 
from  the  initial  high  rates  in  1915  in  an  endeavor  to  adjust  to 
normal  rates,  the  general  level  of  the  rates  for  both  classes  of 
paper  remained  higher  throughout  the  period  under  considera- 
tion than   in   any  of  the  other   Federal    Reserve   Hanks.     The 
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reasons  for  this  are,  perhaps,  the  vast  expanse  of  territory  cov- 
ered by  the  district  of  the  San  Francisco  bank,  the  larger  portion 
of  which  is  an  agricultural  district  sparsely  settled  in  many 
parts,  and  the  paper  offered  for  discount  is  in  small  denomina- 
tions. However,  few  other  Reserve  hanks  show  less  change  in 
discount  rates  than  San  Francisco.  In  1918,  special  preference 
was  given  to  the  wool  and  grain  paper  from  the  northern  part 
of  the  district.3  The  harvesting  and  marketing  of  the  fruit  crops 
of  California  and  the  northern  part  of  the  district  create  large 
volumes  of  paper  for  rediscount  with  the  Federal  Reserve  Bank. 
The  cotton  and  rice  crops  of  the  southern  part  of  the  district 
also  come  in  for  their  share  of  credit ;  and  live  stock  farming 
and  dairying  are  the  growing  agricultural  industries  in  this 
district ;  they  draw  heavily  upon  the  banks  for  short  time  credit. 
However,  the  narrow  margin  of  difference  between  the  agricul- 
tural and  commercial  rates  of  the  San  Francisco  bank  is  ac- 
counted for  by  the  preferential  rates  awarded  farmers  to  stimu- 
late necessary  production,  and  the  longer  term  required  by  the 
farmers'  paper. 

3  Annual  Report  of  the  Federal  Reserve  Board,  1918,  p.  731. 


CHAPTER  XVIII 

AVERAGE  RATES  OF  INTEREST  CHARGED  BY  BANKS 
ON  SHORT  TERM  FARM  LOANS  IN  THE  SEVERAL 
STATES  IN  THE  GEOGRAPHICAL  DISTRICTS,  JULY  1, 
1918 

In  July,  1918,  the  highest  discount  rate  charged  by  any  of  the 
Federal  Reserve  Banks  for  agricultural  and  live  stock  paper  ma- 
turing after  90  days  was  o1/^  per  cent.  At  the  same  date,  the 
average  usual  rate  charged  farmers  on  all  short-term  loans  of 
$100,  or  over,  varied  from  5.88  per  cent  in  Connecticut  to  10.22 
in  New  Mexico.  The  rate  of  10.22  in  New  Mexico  is  not  difficult 
to  account  for;  however,  the  average  rates  of  7.24  in  Iowa  and 
9.52  in  North  Dakota  are  less  easily  explained. 

The  factors  affecting  the  rates  of  interest  charged  farmers  by 
local  banks  may  be  roughly  enumerated  as  follows : 

1.  The  scarcity  of  deposits  in  the  rural  districts  makes  it  a 
matter  of  policy  for  the  banks  to  maintain  high  rates,  in  order  to 
eliminate  unnecessary  credit  and  thus  keep  enough  liquid  assets 
to  meet  the  daily  demands  of  the  depositors. 

2.  The  farmer  is  not  generally  in  such  close  contact  with  the 
local  banker  as  the  business  man. 

3.  The  paper  offered  by  local  bankers  for  rediscount  must 
conform  to  specific  requirements.  This  necessitates  a  bank's 
keeping  its  rates  up ;  so  that  undesirable,  or  too  large  a  volume 
of  credit,  will  not  be  demanded. 

4.  The  local  banker  has  practically  a  monopoly  of  the  finances 
in  his  community.  This  is  particularly  true  of  the  southern  and 
western  states,  where  the  population  is  scattered  over  a  wide 
area  and  seldom  more  than  one  bank  is  found  in  each  country 
town. 

5.  The  irregular  and  unbusinesslike  habits  of  the  farmers  in 
the  payment  of  their  loans  justifies  the  bankers  in  charging  a 
high  rate  to  compensate  them  l'<>r  the  farmer's  negligence. 

6.  Farmers  need  a  longer  time  Eor  short  term  credit  than 
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that   of  commercial  enterprisers.     This   Long  term   maturity  of 

farmers'  notes  ties  up  the  hank's  resources  and,  unless  dispro- 
portionate rates  are  charged  which  discourage  considerable  bor- 


Pcr  Cent     6 


Fig.  XXI 

Chart    XIII.— Average    Kates    of    Interest,    .Tulv    1,    1018.      Statistics 
Courtesy  of  U.S.D.A. 

rowing  by  farmers,  the  hanker  will  find  himself  in  an  embarrass- 
ing situation  when  customers  ask  for  cash. 

7.    Loans  to  farmers  in  many  sections  of  the  country  are  very 
speculative,  for  example:  the  frequent  drought-stricken  areas  of 
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Texas  and  Montana,  and  the  weevil  infested  areas  of  the  cotton- 
growing  states ;  consequently,  higher  rates  are  justifiable. 

8.  The  local  bank  that  is  not  a  member  of  the  Federal  Reserve 
System  and  is  not  able  to  rediscount  its  paper  with  some  large 
city  bank  correspondent,  is  greatly  hampered  in  its  ability  to 
meet  demands  beyond  very  definite  limits,  no  matter  how 
secure  the  paper  is. 

9.  The  size  of  the  loan  is  an  important  consideration  in  the 
rate  charges.  It  costs  as  much  overhead,  clerical  service,  time, 
insurance,  and  the  like,  to  make  a  loan  of  $10.00  as  of  $10,000, 
and  often  because  of  the  necessary  safeguards  thrown  around 
small  loans,  the  costs  for  making  them  are  greater  than  the 
larger  loans.  This  is  ample  justification  for  a  higher  interest 
rate. 

10.  If  the  farmers  were  organized  and  borrowed  collectively, 
the  rates  should  be  less  than  to  any  individual,  because  the  cost 
of  making  the  loan  to  a  group  is  much  less  than  it  would  be  to 
make  a  separate  loan  to  each  farmer,  and  the  security  of  the 
group  is  considered  much  more  reliable  than  that  of  an  indi- 
vidual farmer. 

11.  The  natural  conditions  and  the  character  of  the  type  of 
farming  practiced  will  influence  the  rates  of  interest.  Where 
the  soil  is  poor  or  the  farming  speculative,  as  a  one-crop  district 
or  fruit  growing  section,  the  loans  for  productive  purposes  will 
be  higher  than  in  a  rich,  fertile  soil,  where  diversified  farming  is 
practiced  and  crop  failures  are  not  frequent. 

12.  The  character  of  the  farmer  himself,  when  known  to  the 
local  banker,  influences  the  rate  of  interest.  A  farmer  who  has 
a  reputation  for  honesty  and  thrift,  is  prompt  in  the  payment 
of  his  debts,  and  does  careful,  up-to-date  farming,  will  be  granted 
a  preferential  rate  over  the  more  dubious. 

Despite  the  economic  necessity  for  charging  high  pates  at 
times,  the  usury  laws  often  cause  the  banks  some  inconvenience. 
A  bank  is  forbidden  by  law  to  charge  more  than  a  fixed  rate  of 
interest.  The  common  legal  rale  in  the  I 'oiled  States  is  t;  or 
7  per  cent,  pel-  annum,  lint  the  bankers  are  rather  ingenuous 
people,  and  they  have  devised  many  Vi'vy  successful  schemes  for 
evading  the  usury  laws.  Almost  nil  of  these  schemes  may  he 
roughly  grouped  under  the  headings  of  "commissions,"  "fei 
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"bonuses"  ami  the  like.  These  are  advanced  charges  for  trans- 
acting the  business,  and  in  many  cases  seem  quite  justifiable. 
Without  doubt,  it  is  more  expensive  to  make  a  loan  to  a  ques- 
tionable customer  than  to  an  old  reliable  customer.  This  does 
not  mean  that  farmers  are  questionable  customers,  but  very 
often  they  are  slow  to  pay  their  debts  and  unbusinesslike  to 
deal  with,  all  of  which  makes  loans  to  them  expensive. 

New  England,  East  North  Central  States,  and  Delaware,  Mary- 
land, District  of  Columbia,  Virginia,  and  West  Virginia 
The  factors  affecting  the  interest  rates  on  short  term  bank 
loans  to  farmers  explain,  in  a  large  measure,  the  reasons  why 
the  rates  in  New  England,  the  Middle  Atlantic  states,  and  a 
number  of  the  South  Atlantic  states,  namely,  Delaware,  Mary- 
land, District  of  Columbia,  Virginia,  and  West  Virginia,  aver- 
age around  6  per  cent,  and  the  average  rates  in  all  other  states 
are  higher.  The  states  which  have  an  average  rate  of  around  6 
per  cent  are  the  oldest  and  most  densely  settled  parts  of  the 
country,  and,  with  the  exception  of  Virginia,  Pennsylvania,  and 
Xew  York,  are  not  very  important  as  agricultural  states.  How- 
ever, the  farming  in  these  states  is  diversified  but  conservative, 
and  in  general,  operations  are  on  a  small  scale.  The  savings  in 
these  states  are  very  large,  and  the  banks  usually  have  a  sur- 
plus adequate  to  meet  all  the  local  needs  at  moderate  rates  of 
interest.  The  farmers  deposit  very  freely  in  banks  in  these 
states,  and  there  is  less  buying  of  land,  machinery,  and  other 
fixed  equipments  than  in  the  Prairie  states. 

East  North  Central 

The  East  North  Central  states  comprise,  perhaps,  on  the 
whole,  the  most  all  around  prosperous  agricultural  section  of  the 
United  States.  There  is  some  poor  soil,  as  in  Southern  Illinois 
and  Indiana,  and  still  some  pioneer  settlements  in  Northern 
Michigan  and  Wisconsin.  However,  in  spite  of  these  inferior 
areas,  the  usual  average  rate  of  interest  charged  by  banks  to 
farmers  for  short  term  loans  is  less  than  6%  per  cent,  and  the 
average  maximum  rate  is  around  7^4  per  cent. 

The  farmers  in  these  sections  borrow  quite  universally  and 
in  large  amounts ;  in  fact,  many  of  the  country  banks  are  owned 
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by  them.  In  these  states,  large  investments  are  made  in  lauds, 
buildings,  drainage,  and  expensive  farm  machinery ;  but  the 
farm  income  is  sufficient  to  enable  the  farmers  to  make  large 
bank  deposits  when  their  crops  and  live  stock  are  marketed. 
However,  in  the  pioneer  sections  of  Northern  Michigan  and 
Wisconsin,  the  savings  are  very  small;  and  the  settlers  use  all 
their  income  to  pay  for  the  land  and  make  fixed  improvements. 
It  is  in  these  sections  that  the  interest  rates  are  high.  Reports 
have  been  made  of  interest  rates  ranging  from  12  to  14  per  cent 
in  Northern  Wisconsin.  These  high  rates  in  the  pioneer  and 
poor  farming  sections  increase  the  general  average  rates  for  the 
whole  district. 

West  North  Central 

The  chief  farm  products  produced  in  this  group  of  states 
are  wheat,  corn,  cattle,  and  cotton.  With  the  exception  of  Iowa, 
which  is  primarily  a  corn  and  live  stock  state,  the  principal 
product  is  wheat.  In  Northern  Minnesota,  the  Dakotas,  West- 
ern Kansas,  and  Nebraska,  the  population  is  very  sparse  and 
there  is  much  pioneer  farming.  The  whole  district  is  subject 
to  frequent  droughts.  The  bank  deposits  are  small  because 
the  farmers  invest  almost  all  of  their  income  in  lands,  high 
priced  machinery,  and  fixed  equipment.  They  demand  credit  in 
large  amounts  for  the  purchase  of  supplies,  the  production  and 
marketing  of  crops.  Some  of  this  credit,  which  is  used  for  the 
harvesting  and  marketing  of  crops,  will  mature  within  90  days; 
but  a  large  portion,  which  is  used  to  purchase  supplies  and  pro- 
duce crops,  or  feed  live  stock,  is  needed  for  six  months  or  a 
year.  The  banks  are  compelled  to  borrow  from  their  eastern 
correspondents,  and  rediscount  paper  maturing  within  six 
months  with  the  Federal  Reserve  Banks,  in  order  to  meet  the 
necessary  demands  of  the  farmers.  These  conditions  account 
for  the  high  rates  of  interest  charged  by  banks  in  this  district. 
The  usual  lowest  average  rate  July  1,  1918,  was  7.24  per  cent  in 
Iowa,  and  the  highest  was  9.52  in  North  Dakota.  The  maximum 
average  rate  exceeded  the  average  usual  rate  from  i/>  to  1  per 
cent.  The  average  minimum  rate  is  less  than  '  ■_■  per  cent  under 
the  usual  rate  in  most  of  the  states.  The  difference  in  rates  be- 
tween the  safest,  usual,  and  most  speculative   loans,   is,   indeed, 
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\t!-\  small,  considering  the  difference  in  the  risk.  The  low  rates 
in  [owa  and  Missouri  are  due  to  a  better  class  of  farming  in 
these  states.  The  high  rates  in  the  Dakotas  are  accounted  for  by 
the  speculative  one  crop  (wheal  I  system,  which  makes  the  farm- 
ers' income  irregular  and  uncertain. 

South  Atlantic 

The  interest  rates  in  five  of  the  South  Atlantic  states  have 
been  analyzed  in  comparison  with  the  rates  of  the  New  England 
ami  .Middle  Atlantic  states.  Here,  it  will  only  be  necessary  to 
consider  the  rates  for  North  and  South  Carolina,  Georgia,  and 
Florida.  The  principal  money  crops  of  North  and  South  Caro- 
lina are  cotton  and  tobacco;  of  Georgia,  cotton,  peaches,  and 
vegetables ;  and  of  Florida,  citrus  fruits. 

A  large  portion  of  the  farmers  and  most  of  the  farm  labor  in 
these  states  are  negroes  and  mulattoes,  who  are  not  very  thrifty ; 
thus,  the  rural  communities  are  proportionately  unprogressive. 
The  crops  are  very  uncertain,  due  to  insect  pests,  and  the  prices 
are  equally  dubious,  due  to  market  fluctuations.  The  banks  in 
the  rural  communities  are  small  and  have  little  competition,  the 
deposits  are  small  and  irregular,  and  many  of  the  rural  popula- 
tion are  unacquainted  with  the  economic  functions  of  deposit 
banking;  therefore,  a  large  number  have  not  learned  to  use  the 
check  and  deposit  system. 

Loans  to  these  farmers  are,  perhaps,  not  exactly  speculative, 
but  exceedingly  uncertain  in  regard  to  the  time  of  settlement. 
These  conditions  justify  bankers  in  charging  high  rates,  in  order 
to  eliminate  the  less  desirable  loans  and  maintain  their  deposits 
at  a  level  which  will  enable  them  to  meet  the  demands  of  de- 
positors. 

The  average  usual  rates  charged  by  bankers  in  the  states  under 
consideration  vary  from  6.16  per  cent  in  North  Carolina  to 
8.68  in  Florida.  The  average  maximum  rates  vary  from  6.53 
in  North  Carolina  to  10.02  in  Georgia.  Obviously,  more  com- 
missions and  fees  are  charged  on  bank  loans  in  Georgia  than 
in  the  other  states.  The  lower  rates  in  North  Carolina  are  ac- 
counted for  by  the  more  uniform  climate  in  this  state,  and  the 
competitions  of  credit  unions  with  the  banks. 

The  savings  deposits  of  the  banks  in  all  the  states  under  con- 
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sideration  are  kept  down,  due  to  the  lack  of  diversified  fann- 
ing and  the  consequential  shipments  of  currency  out  of  these 
communities  to  pay  for  provisions  bought  from  the  North  and 
West. 

East  South  Central 

This  group  of  states  comprises  the  live  stock  and  tobacco 
farms  of  Kentucky,  the  cotton  fields 'and  peach  orchards  of  Ten- 
nessee and  Alabama,  and  the  cotton,  rice,  and  sugar  cane  fields 
of  Mississippi.  Kentucky  is  characterized  by  a  good  climate, 
rather  fertile  limestone  soil,  and  progressive  fanning.  Conse- 
quently, tlie  bank  interest  rates  are  Low,  the  average  usual  rate 
is  6.36,  and  the  maximum  6.98.  These  rates  are  only  a  little 
higher  than  those  in  New  England  and  the  Middle  Atlantic 
states,  and  a  little  less  than  the  rates  in  the  East  North  Central 
states.  The  highest  usual  and  maximum  rates  are  in  Alabama, 
at  8.26  and  9.40  respectively.  This  is  due  to  the  large  negro 
population  in  this  state  and  the  lack  of  diversified  farming. 
The  high  rates  in  Tennessee  and  Mississippi  are  accounted  for 
by  the  same  reasons.  The  bank  deposits  in  these  states  are  small 
and  the  bankers  have  to  guard  their  solvency. 

West  South  Central 

This  group  comprises  the  sparsely  settled  agricultural  states 
of  the  South  West.  The  principal  farm  products  are  cotton,  live 
stock,  and  grain;  the  farming  is  done  on  an  extensive  scale. 
The  population  is  very  sparse  and  country  banks  are  few,  ac- 
commodating large  areas  of  territory  with  little  competition. 
The  farmers  invest  their  income  in  lands,  machinery,  and  fixed 
equipment;  consequently,  the  bank  deposits  are  small  and  \ovy 
irregular.  The  entire  area  of  this  district,  is  frequently  visited 
by  droughts  and  insect  pests. 

To  purchase  supplies,   produce   and    mark.'!    crops,    and    place 

live  stock  on  the  ranches,  requires  large  sums  of  money.  In 
order  to  supply  the  needs,  the  hankers  are  compelled  to  call  in 
their  deposits  with  correspondents,  borrow  from  Chicago,  St. 
Louis,  and  New  York  hanks,  and  discounl  commercial  and  agri 
cultural  paper  with  the  Federal  Reserve  Bank.  At  best,  the 
loans  are  very  speculative,  which  faet  is  ample  justification  for 
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high  rates  required  by  the  hankers  to  eliminate  the  most  un- 
desirable  loans,  and  protects  their  depositors.  The  average  usual 
rate  in  this  district  is  about  9^  per  cent  and  the  maximum  rate 
is  above  10  per  cent,  with  the  exception  of  Louisiana,  where  the 
usual  rate  is  8.02  and  the  maximum,  8.52.  Considering  the  con- 
ditions of  deposit  hanking  in  this  district,  the  rates  are  not  at  all 
too  high. 

Mountain 

The  mountain  states  are  sparsely  settled  and  the  principal 
farm  products  are  grain  and  live  stock  (sheep  and  cattle),  with 
some  cotton  in  the  southern  states.  Banks  are  few  and  deposits 
small  because  the  farmers  invest  their  income  in  fixed  capital. 
The  whole  district  is  frequently  visited  by  droughts  and  the 
northern  half  is  subject  to  early  frosts,  which  injure  the  crops. 
Consequently,  interest  rates  are  higher  here  than  in  any  of  the 
other  geographical  districts.  Colorado  has  the  lowest  rates,  with 
an  average  usual  of  8.95,  and  an  average  maximum  of  9.75. 
The  highest  rates  are  in  New  Mexico,  with  an  average  usual  of 
10.22  and  an  average  maximum  of  11.25. 

Upon  investigation,  Colorado  is  found  to  have  141  national 
banks  in  1920  and  New  Mexico  47.1  As  local  banks  are  unable 
to  meet  the  needs,  they  necessarily  must  borrow  from  corre- 
spondents and  rediscount  paper  with  the  Federal  Reserve  Banks ; 
consequently,  they  are  compelled  to  charge  very  high  rates  to 
protect  their  depositors  and  guard  against  unsatisfactory  loans. 
The  difference  between  the  usual  and  maximum  average  rates 
varies  from  %  to  1  per  cent.  This  margin  discriminates  but 
slightly  between  conservative  and  risky  loans.  * 

Pacific 

The  interest  rates  of  the  Pacific  states  compare  favorably 
with  those  of  the  West  North  Central.  Climatic  conditions  here 
are  excellent,  and  soil  is  fertile,  favoring  diversified  and  pro- 
gressive farming.  The  chief  products  are  citrus  fruits,  apples, 
peaches,  prunes,  raisins,  nuts,  live  stock,  dairy  products,  and 
grain.  Farming  enterprises  are  successful  and  the  products  are 
of  superior  quality. 

i  Annual  Report  of  the  Comptroller  of  the  Currency,  1920. 
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The  savings  and  bank  deposits  are  rather  large.  However, 
the  number  of  banks  in  Washington  and  Oregon  are  not 
numerous,  but  California  is  well  supplied.  The  interest  rates 
are  lowest  in  California,  the  average  usual  rate  being  7.41  and 
the  average  maximum,  8.11  per  cent.  The  rates  are  highest  in 
Washington,  the  average  usual  being  8.47  and  the  average  maxi- 
mum, 9.32.  As  the  population  and  number  of  banks  increase  in 
these  states,  the  interest  rates  will  decline. 

It  is  unfortunate  that  similar  data  under  the  national  bank- 
ing system  are  not  available  to  compare  with  these  rates  under 
the  Federal  Reserve  System.  But  no  such  data  can  be  ob- 
tained ;  consequently,  this  analysis  has  been  limited  to  the  agri- 
cultural and  economic  conditions  in  the  several  districts. 

The  three  rates  reported  merely  illustrate  the  difference  be- 
tween the  rates  on  loans  to  reliable  and  dubious  customers,  and 
somewhat  speculative  loans,  or  loans  to  individuals  who,  for 
one  reason  or  another,  are  less  desirable.  These  different  rates 
are  entirely  justified  and  are  sound  business  practices.  Any 
lender  must,  necessarily,  scrutinize  carefully  each  applicant,  and 
distinguish  closely  between  the  shades  of  difference  in  the  quality 
of  security. 


CHAPTER  XIX 

HOW  THE  FARMER  AND  COUNTRY  BANKER  PROCEED 

TO  USE  THE  FACILITIES  OFFERED  BY  THE 

FEDERAL  RESERVE  SYSTEM 

The  individual  farmer's  hank  credit  is  a  problem  to  he  settled 
between  the  farmer  and  his  local  banker.  The  Federal  Reserve 
Bank  has  no  contact  with  the  farmer's  credit  until  the  notes, 
drafts  and  bills  are  presented  for  rediscount.  This  does  not 
mean  that  the  Federal  Reserve  Banks  are  not  interested  in  the 
financial  welfare  of  the  farmers  of  their  districts.  Each  Reserve 
Bank  is  vitally  interested  in  the  financial  and  economic  con- 
ditions of  its  entire  district  of  which  agriculture  is  a  vital  part. 
But  the  farmer's  paper  like  that  of  any  other  borrower  must  go 
through  the  proper  channels.  The  Reserve  Bank  deals  with  its 
member  banks  which  include  all  national  banks  and  many  state 
banks  and  trust  companies.  If  the  farmer  needs  credit  for 
carrying  on  his  business,  i.e.,  the  purchase  of  supplies,  live 
stock,  feed,  or  any  one  of  the  numerous  operations  incidental 
to  the  production  and  marketing  of  farm  products,  he  must  ar- 
range for  that  credit  with  his  banker. 

The  banker  must  know  the  farmer's  circumstances  and  general 
credit  conditions.  The  farmer  must  furnish  the  banker  with  this 
information.  Such  a  credit  statement  *  should  include  an  ap- 
praisal of  the  farmer's  property,  both  real  and  personal;  a 
record  of  his  prosperity  and  business  operations.  The  farmer 
can  add  a  great  deal  to  the  valuation  of  his  farm  and  to  the 
good  opinion  in  which  he  is  held  as  a  farmer,  by  improved  busi- 
ness methods  and  by  keeping  accounts  and  records.  The  farmer 
who  has  his  business  properly  in  hand  will  be  able  to  furnish 
the  banker:  (1)  a  copy  of  the  original  deed  for  his  farm,  the 
book  page  of  the  record  in  the  clerk's  office;  if  there  has  been  a 
survey,  a  copy  of  the  blueprint,  or  a  sketch  map;  (2)  other  in- 
formation about  the  farm  as  insured  and  uninsured  improve- 

i  See  Appendix  G  for  Statement  of  Farmers'  Resources  and  Liabilities. 
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merits,  timber,  orchards,  buildings,  drainage,  fences,  water  sup- 
ply for  house,  burns,  pastures,  the  dimensions  of  farm  build- 
ings, capacity,  age,  condition,  insurance;  (3)  the  equipment  and 
machinery,  as  plows,  harrows,  tractors,  reapers,  binders,  wagons, 
mowing  machines,  small  tools,  milk  cans,  teams,  miscellaneous; 
(4)  live  stock  in  detail,  the  quantity  and  selling  price  of  farm 
products  sold  annually;  (5)  the  acreage  of  crops  the  preceding 
year  and  total  of  all  crops;  (6)  receipts  and  disbursements  an- 
nually; (7)  the  present  bills  payable  and  receivable;  and  (8) 
the  purpose  for  which  the  new  credit  is  to  be  used. 

The  farmer  who  possesses  business  initiative  and  is  inspired 
with  an  ardent  desire  to  secure  the  best  his  business  affords  can 
make  his  credit  standing  at  the  local  bank  just  as  large  as  his 
business  and  circumstances  will  permit.  But  the  farmer  who 
wishes  to  enjoy  the  full  measure  of  bank  credit  within  his  reach 
must  conform  to  the  requirements  and  practices  of  commercial 
banking.  He  must  renew  his  notes  and  pay  his  debts  when  due 
just  as  promptly  as  he  milks  the  cows. 

If  the  borrowing  farmer  does  not  own  land,  and  perhaps  half 
of  the  farmers  in  the  great  farming  area  of  the  United  States 
do  not,  the  banker  will  want  to  be  thoroughly  informed  of  his 
farming  practices  and  in  almost  all  cases  will  require  the  in- 
dorsement of  his  landlord. 

The  financial  statement  of  the  farmer  is  absolutely  essential 
to  the  banker.  In  the  first  place  it  is  necessary  for  him  to  know 
the  farmer's  situation  in  order  that  he  may  be  of  the  most  finan- 
cial assistance  possible  and  advise  intelligently. 

Again  it  is  absolutely  essential  for  him  to  have  a  statement 
of  the  farmer's  conditions  because  the  regulations  of  the  Federal 
Reserve  Board  allow  the  Reserve  Banks  to  rediscount  paper  for 
member  banks  only  when  accompanied  by  a  financial  statement 
from  the  borrower. 

A  representative  bank  note  used  by  farmers  is  shown  on  the 
next  page. 

The  banker  will  furnish  his  customers  these  notes.  If  the 
banker  wishes  to  rediscount  the  farmer's  note  at  the  Federal 
Reserve  Bank  the  note  must  meet  the  requirements  prescribed 
for  such  paper.  Tin?  banker  must  sign  the  oote  and  become 
liable  for  its  collection.     If  the  note   has  a    maturity   of   more 
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than  90  clays  but  not  more  than  six  months  the  proceeds  must  In- 
used  for  agricultural  purposes  and  evidence  to  this  effect  must 
be  furnished  or  the  note  is  not  eligible  for  rediscount  as  agri- 
cultural paper.  A  distinction  is  made  between  agricultural  and 
live  stock  paper,  but  both  are  eligible  for  rediscount  at  the 
Federal  Reserve  Banks  when  the  maturity  is  not  in  excess  of 
6  months. 

Loans  on  Live  Stock 

The  practice  of  making  loans  on  live  stock  is  highly  special- 
ized. The  loans  are  usually  made  through  local  banks  and  ac- 
cepted by  the  city  bank  for  rediscount  on  the  endorsement  of 
the  local  bank  or  under  the  guarantee  of  its  directors.  Costs 
of  inspection  and  the  like  make  it  prohibitive  for  the  city  banks 
to  make  such  loans  direct. 

The  applicant  for  such  a  loan  will  first  fill  out  an  application 
blank  and  a  financial  statement  furnished  by  the  lending  banker. 
If  the  negotiations  are  satisfactory  the  local  banker  may  or  may 
not  require  a  chattel  mortgage  upon  the  live  stock  to  secure 
the  borrower's  note.  The  Federal  Reserve  Hanks  do  not  require 
a  chattel  mortgage  to  rediscount  live  stock  paper.  Whether  or 
not  a  chattel  mortgage  is  necessary  will  be  decided  by  tbe  local 
banker.  In  rediscounting  cattle  paper  with  a  city  bank  the 
local  bank  may  be  required  to  furnish  a  trust  agreement  certify- 
ing to  the  chattel  mortgages  held  for  the  legal  owner  of  the  notes 
secured  by  them.  Frequent  inspections  of  the  cattle  herds  may 
be  made  by  the  lending  bank's  agents,  and  reports  (if  conditions 
filed  with  tbe  lending  bank. 

How  the  Marketing  of  Wheat  has  been  Financed 

The  individual  grain  farmer's  case  is  quickly  considered,     lie 

has  not  been  financed  on  the  security  of  his  grain.  What  credit 
he  has  enjoyed  lias  been  based  upon  bis  personal  note  accepted 
because  of  Ids  reputation  and  general  credit   standing.      At   in;in\ 

times  this  has  been  very  inadequate,  but  it  is  ;ill  the  isolated 
farmer  can  hope  for  from  commercial  banks. 

The  financing  of  grain  elevators  in  their  marketing  operations 
is  a  more  fertile  topic.  The  Federal  Trade  Commission  found 
in  its  report  On  the  grain  trade  in   L920  that   the  two  principal 
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sources  of  finance  of  the  different  types  of  country  elevators 
were  as  follows: 

Table   XIV. — The   Two   Principal    Sources   of   Finance  by   Types   of 
Country  Elevators  and  the  Per  Cent  of  the  Total  Repre- 
sented by  Each  Source 


Line 

Individual 

Com- 
mer- 
cial 

Co- 
opera- 
tive 

52.38 

Mill 
75.86 

Malt- 
ster 

Co- 
opera- 
tive 

In- 
depen- 
dent 

Mill 

Malt- 
ster 

Head  office 

82.40 

91.67 

Local  banks 

9.68 

34.92 

12.41 

8.33 

55.88 

70.36 

70.06 

40 

Commission  bouses 

26.64 

12.88 

City  banks 

7.63 

40 

Other  sources  of  finance  were  the  farmers,  local  residents, 
stock  holders,  terminal  grain  elevators  other  than  commission 
houses,  mills,  and  miscellaneous  credit.  But  the  two  principal 
sources  given  for  each  type  of  elevator  show  the  relative  im- 
portance of  the  different  sources  of  finance  by  different  types  of 
elevators.  The  local  bank  is  the  principal  source  of  finance  for 
the  individual  elevators,  and  the  head  office  for  the  line  elevators. 
It  should  be  unnecessary  to  add  that  the  principal  source  of 
finance  for  the  head  office  is  the  large  city  banks. 

The  importance  of  the  local  banks  as  sources  of  finance  for 
country  elevators  by  states  throws  more  light  upon  the  reasons 
for  these  conditions.  The  local  banks  were  70.85  per  cent  of  the 
total  sources  of  finance  in  Ohio ;  Missouri,  64.33 ;  Indiana,  64.59 ; 
Iowa,  61.73 ;  Kansas,  60.09  ;  and  Illinois,  58.46 ;  while  in  Montana 
the  local  banks  were  reported  as  only  10  per  cent  of  the  sources 
of  finance,  North  Dakota,  10.56  ;  South  Dakota,  21.96,  and  Minne- 
sota, 23.  The  reasons  for  these  differences  are  not  difficult  for 
the  student  of  finance  to  explain.  In  the  first  group  of  states 
the  local  banks  are  more  able  to  finance  the  elevators  because 
their  deposits  are  much  larger,  while  the  banks  in  the  latter 
group  of  states,  or  the  North  West,  have  small  deposits  and  are 
simply  unable  to  provide  the  credit  needed  by  the  local  ele- 
vators. Also  the  line  elevators  have  their  stronghold  in  the 
North  West  while  in  the  middlewestern  states  the  independent 
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elevators  are  in  the  majority.     Notwithstanding  evidences   of 

other  unjust  treatment,  country  elevators  have  been  furnished  a 
financial  service  by  commission  men  and  terminal  elevators  which 
they  could  not  possibly  have  obtained  otherwise,  and  which  they 
have  not  adequately  appreciated.  Also  the  commission  men  and 
terminal  elevators  are  able  to  insist  upon  a  rigid  policy  of  pro- 
tection ;  such  as  accurate  reports,  insurance,  hedging,  and  the 
like,  which  local  elevators  will  not  submit  to  for  local  bankers. 

Extent  of  Borrowing  by  Country  Elevators 

That  borrowing  is  almost  a  universal  characteristic  of  country 
elevators  is  shown  by  the  following  table: 

Table    XV. — Number    of    Elevators    Interviewed,    Number    Borrowing 

Funds,  and  the  Maximum  Amount  per  Elevator,  by  the 

Federal  Trade  Commission,  1916-1017 

Xo.of  Elevators         X umber  Maximum  Amt. 

State  Interviewed  Borrowing  Borrowed 

Minnesota     191  191  $10,582 

Iowa    206  205  11 ,402 

South  Dakota    134  134  14,041 

Ohio     93  92  14,801 

Illinois    194  194  17,029 

Wisconsin  47  47  17,553 

Michigan    71  71  17,577 

Oklahoma 26  26  \  ",773 

North  Dakota   104  164  18,330 

Kansas    196  196  19,060 

Indiana 97  97  20,034 

Nebraska    121  120  23,63 1 

Missouri   65  »>.">  30,632 

Montana  34  33  40,828 

This  table  is  conclusive  evidence  that  almost  all  elevators  rely 
upon  borrowed  capital.  Furthermore,  if  farmers  dispose  of  the 
marketable  portion  of  their  grain  as  early  as  convenient  after 
harvesting,  a  large  portion  of  these  loans  must  be  extended  tor 
more  than  90  days;  because  at  least  !)  months  pass  from  the 
time  the  last  wheat  is  harvested  until  the  mills  take  over  their 
last  installment  for  the  year's  production,  and  fully  this  Length 
of  time  elapses  before  any  of  the  new  crop  is  in  sight.  Obviously 
this  matter  is  handled  by  the  juggling  of  time  on  notes.  "In 
substance"  one  note  is  virtually  destroyed  at  the  end  of  !><>  days 
and  another  given. 
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How  the  Marketing  of  Cotton  has  been  Financed 

The  cotton  farmer  has  been  less  adequately  supplied  with 
credil  than  the  grain  farmer.  In  fact,  before  the  licensed  public 
warehouse  and  the  cooperative  association  he  had  no  alterna- 
tive: the  only  way  to  get  funds  upon  his  crop  was  to  sell  di- 
rect, and  this  he  was  often  compelled  to  do  to  pay  the  costs  of 
production.  • 

Through  the  influence  of  the  United  States  Bureau  of  Markets 
in  liMS  and  191!>,  almost  all  of  the  underwriters  and  protective 
associations  concerned  with  cotton  in  Federal  licensed  ware- 
houses approved  a  credit  of  25  per  cent  on  the  final  schedule 
rates  for  cotton  in  United  States  licensed  warehouses.  The  co- 
operative associations  have  been  able  to  do  even  better  than  this. 
However.  25  per  cent  was  sufficient  credit  in  1919.  In  fact  it 
was  exceedingly  liberal  considering  the  high  price  of  cotton  at 
that  time  and  the  unprecedented  drop  which  followed  leaving 
a  large  supply  of  the  high  priced  cotton  in  warehouses.  In  nor- 
mal times,  however,  when  the  price  of  cotton  fluctuates  between 
6  and  10  cents,  it  seems  that  a  credit  of  40  or  even  50  per  cent 
would  be  within  a  reasonably  safe  margin. 

At  the  time  of  the  discussion  in  the  House  of  Eepresentatives 
of  the  bill  which  later  became  the  United  States  Warehouse  Act, 
the  Honorable  W.  P.  G.  Harding,  Governor  of  the  Federal  Re- 
serve Board,  stated  in  part,  in  a  letter  to  Mr.  Lever,  Chairman 
of  the  Committee  on  Agriculture,  the  following: 

"The  proposed  Federal  Warehouse  Act  will,  in  my  opinion,  tend  to 
make  cotton  stored  at  interior  points  available  as  collateral  for  loans 
without  the  intermediation  of  local  banks  and  will  broaden  very  mate- 
rially the  market  fur  loans  seeui'ed  by  warehouse  receipts  for  cotton. 
The  consumption  of  a  cotton  crop  is  a  process  which  is  going  on 
through  all  of  the  12  months  of  the  year,  but  the  marketing  of  the 
crop,  as  far  as  the  producer  is  concerned,  is,  generally  speaking,  a 
matter  that  involves  only  3  or  4  months.  The  result  has  been  that  a 
mass  of  cotton  comes  on  the  market  within  a  short  period  when  prices 
are  depressed  under  the  weight  of  the  offerings,  so  that  the  producer 
does  not  get  the  benefit  of  the  average  price  covering  the  full  12 
months'  period.  Proper  warehouse  laws  and  adequate  warehouse  facili- 
ties will  invite  abundant  offerings  of  money  to  be  loaned  on  cotton 
and  will  enable  producers  to  become  a  factor  in  determining  the  price 
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of  cotton  and  to  exercise  some  discretion  in  selling.  Should  the  bill 
become  a  law,  warehousemen  will  not  be  compelled  to  take  a  Federal 
license,  but  can  use  their  own  judgment,  and  there  will  be  ample  oppor- 
tunity to  test  its  practical  workings  without  hardship  to  anyone.  In  my 
opinion,  warehouses  having-  a  Federal  license  will  do  more  business 
throughout  the  year  than  will  the  non-licensed  warehouses,  and  I  think 
the  result  will  be  that  in  the  long  run  practically  all  warehousemen  will 
comply  with  the  requirements  of  the  Act  in  order  to  share  in  its  benefits." 

This  statement  vigorously  indicates  the  possibilities  of  im- 
proving the  financing  of  the  marketing  of  cotton,  the  control  of 
which  lies  almost  entirely  in  the  hands  of  the  farmers  and  de- 
pends largely  upon  their  ability  to  cooperate  and  build  up  fa- 
cilities and  a  reputation  which  will  respect  sound  banking. 

How  the  Marketing  of  Tobacco  has  been  Financed 

The  tobacco  farmer,  like  the  cotton  farmer,  has  generally  had 
little  accommodation  in  the  way  of  commercial  credit.  However, 
this  differs  in  different  districts  and  with  the  character  of  the 
tobacco  produced.  About  75  per  cent  of  the  sun-grown  tobacco 
of  Connecticut  is  produced  on  contract  to  grow  a  number  of 
acres  of  a  specific  kind  of  tobacco  to  be  delivered  at  a  specified 
price  in  good  marketable  condition,  or  while  the  crop  is  growing 
in  July  or  August  it  is  sold  at  a  fixed  price  per  pound  under  spe- 
cific conditions.  A  small  payment  is  made  upon  the  crop  when 
the  contract  is  made.  Not  more  than  10  per  cent  of  the  Penn- 
sylvania crop  is  sold  in  this  way.  The  Ohio  crop  is  almost  all 
sold  in  December  and  January  and  delivered  in  March,  lint 
the  larger  part  of  the  country's  tobacco  crop  is  sold  by  the  "loose 
leaf  auction  .system"  at  sales  warehouses.  This  method  of  sale 
is  employed  especially  in  Virginia,  North  and  South  Carolina, 
and  Kentucky.  In  Lexington,  Kentucky,  there  were  lM  such 
warehouses  doing  business  in  1919-1920.  The  tobacco  is  graded 
and  tied  by  farmers  and  then  placed  in  baskets  holding  from  "><> 
to  250  pounds.  These  baskets  are  auctioned  <»tr  at  the  sales 
warehouses,  both  the  buyer  ami  the  seller  having  a  certain  time 
within  which  to  reject  the  bid  or-  purchase.  In  Tennessee  ">()  to 
To  per  cent  of  the  crop  is  sold  at  the  barn  door  to  speculators 

and  dealers.  The  method  of  pooling  the  crop  and  selling  direet 
to  the  trade  ha.s  almost  eliminated  the  country  buyers,  especially 
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in  eastern  districts.  The  methods  of  disposing  of  the  tobacco 
crop  differ  in  each  district;  however,  producers  are  selling  to- 
bacco  every  month  in  the  year.  In  1920-1921  the  three  months 
of  heaviest  sales  by  producers  in  the  order  of  their  importance 
in  leading  states  were  a.s  follows: 

Virginia  dark-belt,  March,  February,  and  January;  Kentucky 
dark,  February,  March,  and  April;  bright-belt  Virginia,  No- 
vember, February,  and  October;  North  Carolina,  October,  No- 
vember, and  February ;  South  Carolina,  August,  July,  and  Sep- 
tember ;  and  the  Burley  belt  of  Kentucky,  February,  January, 
and  March.  To  supplement  this  information  the  Bureau  of 
Internal  Revenue  furnishes  the  following  valuable  statistics  of 
quarterly  sales  by  farmers: 

Table  XVI. — Quarterly  Sales  op  Tobacco  by  Farmers 

Quarter  ending 

Kept.  30,          Drr.  31,         Mar.  31,  June  30, 

1918                 1918                1919  1919 

Pounds             founds             Pounds  Pounds 

Total,  United  States      1 ',6, 625,11,1     325,512,860     736,653,380     132,1*7,962 

Massachusetts    1,089,377  6,913,753  15,004,658  6,953,506 

Connecticut     7,923  1,393,498  2,472,376  621.206 

Pennsylvania    1,687,881  719,201  28,699,138  '29,182,543 

Ohio*. 1,354,404  2,142,377  16,132,158  17,157,933 

Wisconsin    115,205  1,317,982  39,388,205  17,657,488 

Virginia 16,042,943  75,579,141  72,657,598  4,001,074 

North  Carolina    102,283,634  159,944,215  44,070,163  502,906 

South  Carolina    71,246,362  13,890         107,355 

Kentucky    13,999,115  56.908,820  417,104,551  30,596,354 

Tennessee     18,363,889  5,076,959  57,287.891  12,827,036 


These  figures  show  that  the  quarter  ending  March  31  witnesses 
the  heaviest  movement  of  the  tobacco  crop  from  the  producers  to 
the  trade. 

It  is  not  possible  to  separate  the  financing  of  the  marketing 
from  the  production  of  the  crop  on  the  farmer's  side.  In  fact 
a  large  portion  of  the  crop  is  produced  on  credit  and  with  the 
exception  of  years  of  high  prices  such  as  1918-1919,  the  produc- 
tion credit  is  very  nearly  the  value  of  the  crop.  This  leaves  the 
farmer  no  alternative.  He  must  sell  the  crop  in  order  to  pay 
for  the  production  of  it.    In  fact  he  has  nothing  as  a  basis  for 
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market  credit.    Consequently  the  financing  of  the  marketing  re- 
solves itself  into  a  problem  of  financing  middlemen. 

The  small  dealers  and  local  warehouse  men  secure  their  market 
credit  from  local  banks;  and  the  larger  dealers,  manufacturers, 
exporters,  or  speculators  are  financed  by  houses  who  have  estab- 
lished lines  of  credit  with  the  large  city  banks.  Inasmuch  as  a 
large  per  cent  of  the  tobacco  growers  have  no  basis  for  market- 
ing credit  it  is  obvious  that  the  first  step  in  improving  the  financ- 
ing of  marketing  is  that  of  improving  the  grower's  circum- 
stances and  thereby  his  market,  credit  ability.  The  chief  indict- 
ment brought  against  the  present  system  by  producers  is  that  of 
"a  combination  between  the  banking,  warehousing,  and  mer- 
chandising interests."  As  a  consequence  many  efforts  have  been 
and  are  being  made  to  improve  the  marketing  system.  The  chief 
point  in  all  the  plans  is  that  of  organized  control  in  the  rate  of 
marketing  the  crop  through  growers'  associations.  It  is  hoped 
that  these  associations  will  be  able  to  procure  adequate  funds  to 
enable  them  to  hold  tobacco  until  it  can  be  marketed  in  an  or- 
derly way.  It  seems  that  this  plan  ought  to  meet  with  a  meas- 
ure of  success  as  the  tobacco  crop  is  now  in  the  process  of  being 
marketed  every  month  of  the  year,  and  no  crop  is  consumed  more 
regularly. 

A  recent  ruling  of  the  Federal  Reserve  Board  cited  in  Chapter 
X  should  prove  helpful  not  only  to  associations  of  tobacco 
growers  but  to  all  farmers'  cooperative  associations  marketing 
staple  farm  products.  The  Board  recently  considered  the  <|ues- 
tion  of  whether  certain  drafts  drawn  upon  and  accepted  by  a  to- 
bacco growers'  cooperative  association  should  be  classed  as  agri- 
cultural paper  eligible  for  rediscount  at  Federal  Reserve  Banks 
with  a  maturity  up  to  six  months.  The  Board  had  previously 
considered  the  case  of  drafts  drawn  upon  and  accepted  by 
marketing  associations  in  similar  transactions,  however,  and 
after  further  consideration  of  the  tobacco  case,  the  Board  ruled 
"that  in  its  opinion  drafts  with  maturities  not  in  excess  of  (i 
months,  drawn  by  growers,  accepted  by  lobacco  growers'  co- 
operative marketing  associations,  and  discounted  by  the  grow- 
ers with  their  endorsement,  in  accordance  with  the  statement  of 
facts  herein  contained,  would  be  technically  eligible  for  redis- 
count at   Federal  Reserve  Banks  as  agricultural  paper  when  of 
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Eered  by  member  banks,  provided  that  the  growers  use  the  pro- 
ceeds of  tlic  drafts  for  agricultural  purposes,  and  provided  also, 
that  the  drafts  comply  in  other  respects  with  the  requirements 

of  the  law  and  the  Board's  regulations."  In  brief  the  reason 
for  this  ruling  was  held  to  be  that  the  grower  assumes  all  the 
risks  attendant  upon  further  sale  and  by  accepting  the  grow- 
er's draft  the  association  has  only  loaned  its  credit  to  the 
grower.  However,  this  ruling  applies  equally  to  all  growers' 
cooperative  associations  and  if  properly  handled  should  prove 
very  helpful  in  furthering  the  financing  of  the  marketing  of 
staple  crops  through  farmers'  cooperative  organizations. 

Credit  Rating  the  Farmer 

Tin  Connecting  Link  of  Agriculture,  Commerce,  and  Indus- 
try.— Farmers  need  a  business  credit  rating.  A  simple  system 
for  credit  rating  farmers  is  demanded  at  this  stage  of  develop- 
ment in  commercial  agriculture.  Other  business  men,  such  as 
merchants  and  manufacturers,  have  their  credit  rating  in  Dun 
and  Bradstreet.  It  will  be  the  purpose  of  the  following  to  show 
the  need  of  a  credit  rating  for  farmers ;  to  make  suggestions  for 
an  organization  to  credit  rate  farmers ;  to  point  out  some  of  the 
benefits  to  be  derived,  and  some  of  the  criticisms  to  be  faced. 

The  Need  of  a  Credit  Rating  for  Farmers. — It  would  be  su- 
perfluous to  go  into  detail  explaining  the  need  of  a  credit  rating 
of  the  American  farmers.  The  need  for  the  credit  rating  of  men 
who  are  parties  in  business  transactions  has  been  Avell  proved  by 
the  tested  benefits  of  Dun  and  Bradstreet 's  credit-rating  agen- 
cies, and  the  work  of  the  National  Association  of  Credit  Men. 
That  the  average  farmer  does  not  get  ample  credit  for  carrying 
on  the  productive  operations  of  his  trade  is  common  knowledge 
to  any  student  of  finance  and  agriculture.  The  evidence  that 
agriculture  is  held  in  check  for  want  of  legitimate  credit  is  the 
growing  requests  for  both  long  and  short-term  credit  by  farm- 
ers, the  limited  amount  of  credit  working  in  this  field,  and  the 
abundance  of  safe  security  which  farmers  can  offer  for  credit. 

But  why  is  credit  not  granted  to  farmers  as  freely  as  to  other 
entrepreneurs?  There  are  many  answers  given  to  this  question. 
Among  the  well-advertised  answers  are:  "the  slow  turnover  in 
capital  invested  in  farm  operations,"  "failure  in  promptness  on 
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the  part  of  the  farmer,"  "uncertainty  of  farm  operations,"  and 
so-forth.  All  these  objections  to  allowing  the  credit  stream  to 
flow  freely  to  farmers  have  their  justification.  But  the  chief 
objection  we  hear  little  about.  That  objection  is :  we  do  not 
know,  in  an  accurate  and  definite  business  way,  anything  about 
this  man  called  a  "farmer,"  what  sort  of  a  man  he  is,  what 
he  is  worth  as  a  credit  risk,  where  his  book  accounts  and  the 
records  of  his  operations  are,  where  his  profit  and  loss  statement 
is  and  his  balance  sheet. 

These  are  the  acute  reasons  why  farmers  have  difficulty  in  se- 
curing adequate  credit.  What  merchant  without  any  business 
records  to  show  could  get  credit  ?  Certainly  very  few  could. 
Then  has  the  farmer  really  been  treated  unfairly  in  the  matter 
of  credit?  I  think,  according  to  commercial  requirements,  he 
has  received  a  square  deal  considering  customary  business  trans- 
actions in  credit.  Those  farmers  who  have  been  able  to  show 
beyond  doubt  their  credit  ability  have  generally  found  adequate 
credit  accommodations.  In  fact,  many  instances  can  be  cited 
where  farmers  have  been  accommodated  too  freely  and  as  a 
result  business  losses  among  farmers  are  common.  For  these 
reasons  other  farmers  have  been  discriminated  against  who  were 
deserving  of  credit.  But  if  they  had  been  able  to  show  records 
and  accounts  substantiating  their  credit  ability  they  would  have 
been  served  with  the  proper  credit. 

An  Organization  for  Credit  Rating  Farmers. — An  organiza- 
tion similar  to  the  present  farm  bureau  organization  would  be 
adequate  for  credit  rating  farmers.  Such  an  organization  could 
be  a  part  of  the  farm  bureau  plan,  and  if  not  a  part  of  the  farm 
bureau  organization  they  should  be  co-workers.  The  credit  rat- 
ing operations  strike  so  parallel  with  farm  bureau  work  that  it 
might  seem  to  be  a  part  of  the  farm  bureau  manager's  business. 
But  most  farm  bureau  men  are  not  prepared  to  do  this  sort  of 
economic  work,  and  even  if  the  farm  bureau  men  could  handle 
it,  the  task  would  be  entirely  too  much  to  add  to  the  present 
endless  duties  of  a  farm  bureau  manager. 

A  local  bureau  by  itself  or  acting  independently  would  be  too 
much  of  a  restriction  for  the  farmers  it  served.  Farmers'  busi- 
ness transactions  are  by  no  means  confined  to  their  nun  county 
or  even  their  own  state.     Then  obviously  there  should  be  a  ecu- 
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tral  state  bureau  to  direct  the  work  of  all  the  local  credit  bureaus 
uniformly  on  the  same  broad  general  principles,  leaving  room, 
of  cour.se.  for  Local 'initiative.  This  central  bureau  of  the  state 
could  be  a  part  of  the  extension  department  of  the  State  College 
of  Agriculture  in  conjunction  with  the  Economic  Department. 
Then,  like  the  farm  bureau  organization,  there  could  be  a  na- 
tional office  at  Washington.  The  chief  duty  of  this  office  would 
be  to  supervise  the  credit  rating  service  throughout  the  country. 
Of  course  details  would  be  left  for  the  adjustment  of  each  state 
or  community  according  to  its  needs.  This  central  organiza- 
tion would  be  necessary  in  order  to  standardize  the  work  so  that 
the  reports  of  a  bureau  in  New  York  would  be  perfectly  under- 
standable to  a  man  in  Texas  who  had  familiarized  himself  with 
the  plan  anywhere. 

^YorJx  of  tlie  Organization. — The  first  duty  of  the  local  bureau 
would  be  to  install  a  system  of  records  and  accounting  for  farm- 
ers who  are  interested.  This  would  be  done  upon  the  payment 
of  a  nominal  fee  and  membership  dues.  These  records  and  ac- 
counts can  be  made  so  simple  and  plain  that  any  farmer  who 
can  read  and  write  will  have  no  difficulty  in  filling  them  out. 
For  each  applicant  an  inventory  would  be  made  and  a  classifica- 
tion of  the  accounts  for  bookkeeping  and  record  purposes.  Along 
with  these  primary  accounting  essentials  the  credit  manager 
would  investigate  the  validity  of  each  applicant's  report,  and 
with  the  inventory  prepare  a  debit  and  credit  statement  with  a 
balance  sheet  showing  the  farmer's  financial  and  business  stand- 
ing. Duplicate  copies  of  all  these  should  be  left  with  the 
farmer.  The  farmer  would  make  weekly  or  bi-weekly  reports  to 
the  local  credit  bureau  on  the  changes  in  his  operations.  These 
reports  would  be  made  on  printed  forms  supplied  by  the  local 
bureau.  The  local  bureau  would  check  up  the  farmer's  perma- 
nent record  with  each  report.  Then  monthly  a  statement  would 
be  drawn  from  the  farmer's  own  records  and  mailed  to  him.  At 
the  close  of  the  fiscal  year  a  second  inventory  would  be  taken, 
the  books  closed  and  a  complete  analysis  made  of  the  farmer's 
business  for  the  year.  A  copy  of  the  final  report  would  be 
mailed  to  the  farmer,  a  copy  retained  in  the  local  office,  and 
possibly  a  copy  filed  in  the  central  office  of  the  state. 

"With  these  records  the  credit  manager  could  indicate  to  the 
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farmer  at  any  time  just  how  lie  stood  in  a  business  way  or  even 
as  to  his  profit  and  loss.  Certainly  no  one  could  doubt  the 
value  of  such  records  to  county  agents,  extension  workers,  and 
the  farmer  himself. 

Some  of  tlie  Benefits  to  be  Derived. — The  credit  rating  plan 
would  enable  the  farmer  to  know  by  actual  figures  what  he  is 
doing  financially,  his  successes,  failures,  actual  worth,  and  busi- 
ness standing.  Besides  the  immediate  benefits  to  the  farmer  in 
knowing  these  facts  and  directing  his  work  accordingly,  it  would 
enable  business  men  and  bankers  to  know  just  what  the  men 
they  are  buying  from  and  selling  or  loaning  to  are  worth  as  a 
risk.  This  in  itself  would  just  about  solve  the  farmers'  credit 
problems. 

It  would  teach  the  farmers  how  to  keep  accounts  and  records, 
and  check  up  their  own  business.  Farmers  will  take  pains  to  do 
this  when  they  are  taught  that  it  is  to  their  immediate  financial 
interest  to  do  so. 

Farmers  want  to  pay  their  income  taxes.  No  class  of  men  are 
more  patriotic.  But  farmers  who  have  not  a  financial  rating  and 
accounting  records  over  a  period  of  years  are  having  no  end  of 
trouble  in  figuring  their  income  taxes.  Some  will  pay  more  than 
they  should,  some  less,  and  many  will  never  know  whether  or  not 
they  owe  a  tax.  The  trouble  this  plan  would  save  the  farmers 
and  the  additional  income  secured  for  the  government  would, 
alone,  more  than  pay  for  credit  rating  farmers. 

The  farmer,  when  borrowing  or  buying,  would  be  relieved  of 
the  present  almost  insurmountable  difficulty  of  proving  his 
worth  as  a  credit  risk  by  simply  referring  to  his  credit  rating 
bureau.  If  a  farmer  or  organization  of  farmers  desire  to  make 
a  purchase  from  a  distant  company,  the  company  would  not  need 
to  send  their  agent  and  go  to  unwarranted  expense  in  order  to 
determine  the  security  back  of  the  risk.  For  only  a  few  cents 
flic  company  could  write,  telephone,  or  telegraph  the  local  credit, 
bureau.  For  example,  suppose  the  Fertilizer  Works  of  Haiti- 
more  has  been  requested  by  a  farmer  or  a  Farmers'  Coopera- 
tive Association  to  ship  a  carload  of  acid  phosphate  to  Urbana, 
Illinois.  How  does  the  Fertilizer  Works  know  the  security  back 
of  this  risk1.'  They  do  not  know  and  must  go  1o  considerable 
expense  to  find  out.  and   what    is   worse,  nil   that    can   he   found 
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out  with  the  preseni  unofficial  records  of  farm  business  must  be 
a  mere  estimate  based  niton  a  guess.  The  same  credit  risk  pre- 
sents  itself  to  the  live  stock  commissioner  who  would  deliver  to 
tanners  rattle  to  feed  through  the  winter;  the  lumber  dealer  who 
would  sell  the  farmer  a  barn  pattern;  the  implement  dealer  who 
would  sell  the  farmer  a  plow  or  a  tractor;  the  feed  dealer 
who  would  sell  the  farmer  feed  for  his  cows,  and  the  banker 
who  would  loan  the  farmer  money. 

The  expenses  of  bankers  and  business  men  as  dealers  in  imple- 
ments, fertilizers,  feeds,  lumber,  and  live  stock,  in  ascertaining 
the  farmer  customer's  credit  ability,  would  far  more  than  pay 
the  cost  of  credit  rating  farmers. 

A  credit  rating  would  elevate  farming  to  its  rightful  position 
relative  to  commerce  and  industry  by  providing  equal  business 
facilities. 

The  records  and  balance  sheets  would  be  suggestive  for  im- 
provements not  only  to  farmers  but  to  all  those  who  work  in  the 
field  of  agriculture. 

Suggestions  for  state  and  national  policies  of  agriculture 
would  be  indicated  on  the  face  of  these  records. 

Criticisms. — Many  persons  interested  in  agriculture  will  say 
that  this  would  be  an  endless  and  expensive  task. 

The  farmer,  like  all  men  who  aspire  to  ownership,  is  in 
business  for  profits.  A  credit  rating  would  improve  his  pros- 
pects materially.  The  work,  if  properly  managed,  could  be  car- 
ried on  successfully  w7ith  an  organization  not  any  more  complex 
than  that  of  the  farm  bureaus.  But  as  long  as  agriculturists 
hold  back  on  progressive  practices  just  because  they  are  difficult, 
just  that  long  agriculture  will  lag  behind. 

Another  objection  which  will  be  registered  against  a  credit 
rating  for  farmers  is  that  farmers  will  not  want  to  make  their 
financial  worth  a  matter  of  public  information.  This  is  obvious. 
But  the  farmer  is  like  any  other  business  man.  He  is  willing 
to  make  his  business  known  to  officials  who  ought  to  know  and 
this  information  would  be  properly  safeguarded  and  confidential 
for  business  transactions  just  the  same  as  the  credit  rating  of 
the  local  merchant,  manufacturer,  or  other  business  man. 

Some  will  say  that  character  and  capacity  are  the  principal 
security  back  of  credit,  and  not  capital.    Certainly  these  human 
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elements  are  the  best  of  security,  but  most  loans  of  any  size  arc 
made  on  the  basis  of  known  capital.  Nevertheless,  the  credit 
rating  and  records  of  a  farmer  over  a  period  of  years  would 
indicate  the  principal  facts  regarding  a  farmer's  character  and 
capacity  as  well  as  his  financial  ability. 

Such  a  plan,  of  course,  cannot  be  worked  out  in  a  year  or  even 
five  years.    It  will  take  time,  patience,  leadership,  and  education. 


CHAPTER  XX 

CRITICISMS  OF  THE  FEDERAL  RESERVE  SYSTEM  IN 

RELATION  TO  SHORT-TERM  AGRICULTURAL 

CREDIT 

The  Federal  Reserve  System  has  been  the  object  of  criticisms 
by  nearly  every  one  'who  lias  been  pinched  by  declining  prices. 
Xot  all  of  these  criticisms  can  be  considered,  but  some  of  the 
chief  points  raised  in  behalf  of  the  farming  interests  for  short- 
term  credit  will  be  analyzed. 

I — Do  the  Banks  Monopolize  the  Deposits  and  Discriminate 
Against  the  Farmers  in  Behalf  of  Big  Business? 

The  accusation  of  monopolizing  deposits  and  discriminating 
against  agricultural  and  local  needs  in  the  interests  of  specu- 
lators, the  packers,  and  middlemen,  was  proclaimed  by  F.  C. 
Howe,  as  follows: 

"There  are  banks  enough;  every  small  town  has  from  one  to  three 
banks;  and  they  are  bulging  with  deposits.  But  those  deposits  are  not 
available  for  the  producing  classes.     They  are  used  for  something  else. 

"In  a  generation's  time,  banking  has  changed  from  a  local  to  a 
national  system.  It  has  many  qualities  of  a  nation-wide  monopoly, 
and,  as  a  result  of  the  great  war,  the  smallest  bank  in  the  country  has 
become  a  part  of  an  international  banking  monopoly.  It  is  a  sucker, 
a  feeder,  a  little  sponge,  that  draws  to  itself  the  resources  of  the  coon- 
try,  the  village  or  the  town,  which  resources  in  turn  can  be  used  by 
the  big  exploiting  banks  of  New  York. 

"It  is  the  man  farthest  down  who  needs  credit  most;  yet  the  bankers 
will  not  supply  it.  They  prefer  to  send  their  money  to  Wall  Street ; 
to  use  it  to  aid  speculators,  packers,  middlemen,  or  for  other  commercial 
and  speculative  purposes.  America  has  no  banks  that  help  the  man 
without  capital,  the  man  with  a  little  capital,  or  even  the  farmer  in 
need  of  credit  for  productive  purposes.  .  .  ."  x 

i  F.  C.  Howe  in  Farmers'  Open  Forum,  Jan.,  1021. 
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Any  one  who  is  acquainted  with  the  rural  credit  problems  <>f 
the  United  States  must  take  issue  -with  Mr.  Howe  in  these  state- 
ments. 

The  South  and  West  do  not  have  banks  enough ;  but  do  have 
all  that  can  be  maintained.  This  may  seem  a  contradiction  of 
facts ;  but  the  truth  is,  that  the  sparse  population  of  the  South 
and  West  is  not  adequate  to  support  any  more  banks  than  they 
now  have,  and  because  the  population  is  not  adequate  to  sup- 
port more  banks,  facilities  are  not  available  to  accumulate  the 
savings  of  the  existing  population,  and  thereby  provide  legiti- 
mate credit  and  banking  service  for  sound  productive  enterprises 
in  the  local  communities.  That  the  small  banks  which  do  exist  in 
these  communities  "are  bulging  with  deposits"  is  contrary  to 
the  most  superficial  knowledge  of  the  conditions.  Deposits  are 
small  and  the  demands  for  credit  large.  The  banks  of  these  sec- 
tions almost  always  borrow  from  Eastern  correspondents  for  the 
production  and  harvesting  of  crops. 

It  is  true  that  banking  has  been  transformed  from  a  system 
of  independent  local  banks,  with  as  many  different  kinds  of  cur- 
rency, to  a  national  system,  with  a  uniform  currency;  and  this 
has  been  a  vast  improvement.  This  uniform  currency  alone 
justified  the  national  banking  system.  But  now  the  Federal 
Reserve  System  is  virtually  a  nation-wide  organization  of  co- 
operative commercial  banking.  The  local  village  bank  has  the 
privilege  of  discounting  its  prime  commercial  paper  with  its 
Federal  Reserve  district  bank,  and  thereby  obtaining  additional 
currency  for  its  customers  when  its  own  deposits  are  low.  The 
district  Federal  Reserve  Bank  in  turn  may  rediscount  with  an- 
other Federal  Reserve  Bank,  if  its  member  banks  are  especially 
in  need,  and  it  becomes  overloaded  with  discounted  commercial 
paper.  This  is,  undoubtedly,  the  greatest  system  of  cooperative 
banking  in  existence.  Admitted  that  it  has  monopoly  power  of 
the  note  issue  and  the  like,  it  is  a  quasi-government  monopoly, 
and  functions  for  what  is  deemed  to  be  the  benefit  of  the  pub- 
lic. Under  this  system,  the  command  of  funds  for  productive 
enterprises  and  commerce  are  at  the  disposal  of  the  local  in- 
terests in  proportion  to  their  respective  sound  creditability. 

Mr.  Howe  criticizes  the  loaning  of  funds  to  foreign  countries 
in  the  following  words: 
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"More  recently,  the  money  of  the  fanner  and  the  worker  li;is  been 
shipped  abroad.  I  pwards  of  $20,000,000,000  of  credits  and  loans 
have  gone  out  to  Europe,  South  America,  Mexico,  and  China.  The 
interest  rates  are  high  in  these  countries.  In  i his  process,  the  produc- 
ing classes  in  America  are  starved  for  credit.  We  pay  higher  interest 
rates.  We  need  the  money  at  h e.  But  it  is  being  used  for  the  ex- 
ploitation ov  'development'  of  other  countries."2 

Mr.  Howe  does  not  explain  the  purposes  of  these  loans,  but  it 
scarcely  needs  mention  that  almost  all  of  these  loans  were  in 
connection  with  the  World  War.  Europe  was  impoverished, 
and  in  need  of  American  products,  but  had  not  the  means  with 
which  to  buy.  On  the  other  hand,  we  were  over-supplied  with 
gold  :  and,  as  a  result,  our  currency  was  inflated  to  the  point 
where  the  dollar  was  worth  only  about  45  per  cent  of  its  pre-war 
value.  These  loans  to  foreign  countries  stimulated  the  demand 
for  American  products,  and  were  an  inestimable  advantage  to 
the  farmers  and  laborers. 

II — Is  Favoritism  Shown  New  York  Banks? 

Along  with  the  charges  of  exploitation  by  the  New  York  banks 
by  Mr.  Howe,  the  Honorable  John  M.  Baer  charges  the  Federal 
Reserve  System  with  discrimination  in  behalf  of  the  New  York 
bankers,  as  follows: 

"When  money  was  very  scarce,  and  distressing  conditions  existed  in 
the  Central  States,  four  banking  institutions  in  New  York  City  were 
borrowing  from  the  Reserve  System  an  average  of  over  118  millions 
each,  or  practically  as  much  as  the  Federal  Reserve  Banks  of  St. 
Louis,  Kansas  City,  Minneapolis,  Dallas,  and  Richmond  combined, 
were  lending  to  more  than  four  thousand  member  banks  in  twenty-one 
states  in  the  Union,  eompi'ising  more  than  one-half  of  the  entire  area 
of  the  United  States."  3 

AYliat  were  the  New  York  banks  doing  with  these  large  loans? 
The  accuser  assumes  that  they  were  employing  these  loans  in 
speculation.  Perhaps  a  portion  of  it  was  so  used.  But  country 
banks  all  over  the  United  States  borrow  large  amounts  from  their 

-  F.   C.  Howf.  in   Farmers'  Open   Forum,  Jan.,   1921. 

;  From  resolution  of  Hon.  John  M.  Baer,  in  the  Farmers'  Open  Forum, 
Jan.,  1921. 
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correspondents  in  New  York,  Chicago,  and  other  financial  cen- 
ters. Doubtless  a  large  portion  of  these  loans  traveled  this  cir- 
cuitous route,  and  were  used  for  advancements  to  country  cor- 
respondents. 

In  a  Middle  Western  city,  the  charge  has  recently  been 
brought  that  a  single  bank  in  that  city  had  obtained  loans  from 
the  Federal  Reserve  Bank  aggregating  a  larger  volume  than  the 
loans  to  all  the  banks  in  one  of  the  foremost  agricultural  states. 
Upon  examination,  the  writer  found  that  the  deposits  with  the 
Federal  Reserve  Bank  from  all  the  banks  of  this  state  were  about 
$20,000,000,  against  which  loans  had  been  made  aggregating 
nearly  $85,000,000.  This  is  pyramiding  the  credit  of  the  Fed- 
eral Reserve  Bank  beyond  the  margin  of  safety.  The  large  city 
bank,  on  the  other  hand,  carried  a  deposit  balance  with  the  Fed- 
eral Reserve  Bank  of  about  $40,000,000,  against  which  it  had 
obtained  loans  of  around  $85,000,000.  Was  the  city  bank  using 
this  for  speculation?  Upon  inquiry,  the  writer  learned  that 
more  than  $55,000,000  of  the  city  bank's  loans  from  the  Reserve 
Bank  had  been  reloaned  to  country  correspondents  in  the  agri- 
cultural states.  No  doubt,  the  country  banks  had  borrowed  up  to 
their  maximum  allotment  with  the  Reserve  Bank,  and  were  now 
drawing  against  their  deposits  with  correspondent  banks. 

Ill — Are  the  Farmers  Under-financed? 

R.  C.  Milliken,  Monetary  Statist  of  the  National  Society  of 
Record  Associations,  charged  in  a  letter,  May  13,  1921,  that  the 
farmers  are  not  adequately  financed  by  the  present  banking 
system,  and  in  a  letter  to  the  Governor  of  the  Federal  Reserve 
Board,  said: 

"Under  the  present  system,  the  farmer  loses  in  more  ways  than  one. 
First,  he  has  to  pay  a  rate  out  of  proportion  to  the  rate  required  under 
a  proper  system  for  agricultural  production.  Second,  he  cannot  always 
obtain  sufficient  credit  to  make  himself  an  economic  unit.  And.  third, 
the  credit  institutions  which  aid  him  in  production,  so  cripple  themselves 
that  they  fail  to  function  in  the  distribution  of  the  products  raised  by 
the  farmer." 

In  sonic  parts  of  the  country,  the  fanner  does  have  to  pay  ;m 

exorbitant   rate  of   interest,    lint    these   high    rates  are  due.   pri- 
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manlv.  to  the  limited  deposits  and  the  Large  demand  for  loans. 
This  condition  is  found  especially  in  the  newer  sections  of  the 
country;  as,  .Montana.  Idaho,  and  Northern  Minnesota.  It  is 
caused,  in  a  Large  part,  by  the  farmers  investing  their  income  in 
fixed  capital. 

Just  what  Air.  Milliken  means  by  the  farmer  being  unable  to 
obtain  credit  to  make  himself  an  economic  unit  is  not  clear. 
Perhaps  he  means  that  the  farmer  is  frequently  unable  to  obtain 
credit  to  pnrcha.se  and  equip  a  farm  so  that  it  will  earn  an 
income  equal  to  the  going  rate  of  interest.  This  is  true.  But 
why  should  the  farmer  be  furnished  this  volume  of  credit  any 
more  readily  than  a.  man  undertaking  any  other  productive  en- 
terprise? The  farming  business,  like  all  undertakings  in  our 
society,  is  competitive,  and  discrimination  should  not  be  shown 
any  specific  class. 

That  the  credit  institutions  tie  up  their  funds  in  production 
credit  to  such  an  extent  that  they  are  unable  to  finance  the 
farmer's  marketing  operations  is,  perhaps,  true.  But  the  farm- 
ers have  never  been  adequately  prepared  to  undertake  market- 
ing on  a  large  scale.  If  the  farmer  expects  the  marketing  of 
his  crop  to  be  financed  while  he  does  the  marketing,  he  must  pro- 
vide himself  with  adequate  storage,  insurance,  and  marketing 
facilities.  The  individual  farmer  cannot,  as  a  rule,  afford  to  do 
this,  but  it  is  possible  with  an  organized  group ;  and  until  farm- 
ers organize  and  provide  themselves  with  these  safeguards  for 
the  financing  of  crops  and  marketing  facilities,  they  cannot  hope 
to  be  catered  to  with  this  class  of  credit. 

IV — Do  the  Federal  Reserve  Banks  Benefit  the  Farmer? 

The  complaint  that  the  Federal  Reserve  Banks  do  not  benefit 
the  farmers  was  brought  by  one  of  the  very  widely  distributed 
farm  papers  in  the  corn-belt,  in  these  words: 

''The  farmer,  up  to  this  time,  has  not  been  benefited  through  the 
Federal  Reserve  Bank.  The  three  months'  maturities  that  the  Federal 
Reserve  Bank  requires  is  insufficient  time  for  him.  The  local  hanks, 
even  if  they  are  member  banks,  cannot  discount  the  farmers'  paper  with 
the  Reserve  Bank,  as  it  usually  is  six,  nine,  or  twelve  months'  paper. 
The  stock  broker  and  Board  of  Trade  operator,  avIio  can   use  short 
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term  loans,  is  helped  out.  Why  should  six  months'  maturities  be 
taken  by  the  Federal  Reserve  Bank  on  export  shipments,  and  not  on 
farmers'  paper .' 

"If  the  Federal  Reserve  Banks,  instead  of  holding1  their  vast  reserves, 
would  place  them  at  the  disposal  of  the  American  farmer  for  his 
necessities,  business  in  these  necessities  would  be  back  to  normal  within 
a  short  time.  I  say  necessities,  and  do  not  mean  automobiles,  electric 
farm  lights  and  hundreds  of  other  articles  useful  on  a  farm,  but 
which  can  be  done  without  for  a  year  or  two.  The  farmer  is  finan- 
cially sound.  He  will  pay,  and  in  rediscounting  such  notes  there 
would  be  very  little  credit  risk,  as  such  notes  would  be  endorsed  by 
the  merchant  and  the  local  bank." 

It  is  a  matter  of  chagrin  to  learn  that  a  paper  published  in 
the  second  largest  city  in  America,  with  perhaps  a  half  million 
farmer  subscribers,  and  the  principal  office  of  which  is  only  a 
few  blocks  from  the  second  largest  Federal  Reserve  Bank  in  the 
United  States,  should  be  so  misinformed,  after  the  Federal  Re- 
serve Banks  have  been  rediscounting  farmers'  notes  with  six- 
months'  maturity  since  their  doors  opened,  as  to  state  that  the 
Reserve  Banks  do  not  rediscount  farmers'  six-months'  paper,  but 
do  rediscount  six-months'  paper  for  export  shipments,  A  fur- 
ther comment  upon  these  criticisms  would  be  superfluous. 

V — Are  Insufficient  Funds  Kept  in  Local  Banks? 

'"The  Government  has  failed  to  arrange  to  keep  ample  funds  in  local 
banks  to  take  care  of  local  needs,  and  by  this  ueglect,  private  capital 
has  been  able  to  charge  high  rates  of  interest  to  farmers." 

No  doubt  the  deposits  in  the  local  banks  are  too  small  to  care 
adequately  for  the  local  needs  in  the  "Western  and  Southern 
states;  but  what  concern  has  the  Government  with  this  matter 
of  local  banking,  as  charged?  Any  local  bank  that  has  prime 
commercial  and  agricultural  paper  may  rediscount  it  at  the 
Federal  Reserve  Bank  of  its  district,  and  obtain  note  circulation 
for  its  customers.  If  a  community  does  not  have  such  paper. 
and  is  also  so  thriftless  that  its  savings  do  not  afford  an  ade- 
quate deposit  with  the  Reserve  Bank  for  loans,  it  does  no!  de- 
serve them.  Under  the  Federal  Reserve  System,  funds  can  be 
moved  by  telegraphic   transfers   from   one  district    to  another,    if 
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the  need  and  security  warranl  it  ;  bul  the  system  is  no1  generouB 
enough  t  < »  loan  the  funds  of  the  depositors  *  *  1*  one  community  to 
tli«'  citizens  of  another  community,  unless  there  is  ample  assur- 
ance of  prompt  and  lull  payment. 

Private  capital,  and  particularly  local  merchants  and  dealers, 
have  had  a  regular  "orgy"  in  some  communities.  Loans  are 
made  to  farmers  for  almost  any  purpose,  and  on  collateral  and 
long-term  security  such  as  a  commercial  system  of  hanking  cannot 
handle.  Extortionate  interest  rates  have  heen  exacted,  and  farm- 
ers have  heen  exploited;  bul  this  is  a  matter  for  local  coopera- 
tion, and  education,  along  the  lines  of  finance  and  sound  eco- 
nomics, and  not  a  case  for  Government  philanthropy.  Every 
local  hank  should  he  a  bureau  of  information  on  sound  economics 
and  finance,  and  in  this  respect  the  Federal  Reserve  System  may 
have  heen  unable  to  do  their  fnll  measure  of  service  up  to  the 
present.  A  larger  portion  of  their  surplus  earnings  used  in  this 
way  would  he  a  wise  expenditure. 

VI — Has  the  Local  Banker  failed  to  give  the  Full  Measure  of 
Service  which  can  be  Properly  Demanded  of  Him  under 
the  Federal  Reserve  System? 

"There  are  many  hankers  who  see  in  their  calling  nothing  but  a 
private  business  to  be  conducted  with  one  and  only  one  aim,  personal 
profit.  They  have  failed  to  give  the  full  measure  of  service  which 
can  be  properly  demanded  of  them.  The  banker's  relation  to  the  agri- 
culture of  his  community  has  been  the  weak  link  in  his  chain  of  sendee. 
There  has  been  a  disposition  in  the  past  to  exercise  marked  priority 
in  financing  the  capital  needs  of  merchandising  and  manufacturing 
interests,  a  specialization  that  has  too  frequently  been  carried  to  the 
point  of  overlooking  the  requirements  of  the  largest  rural  business 
of  all,  that  of  agriculture." 

This  criticism  assumes  that  the  local  banker  does  not  know  his 
own  best  interest.  True,  the  local  banker  often  lacks  adequate 
economic  information,  but  who  doubts  the  cordiality  and  service 
of  the  local  banker  to  his  depositors,  or  confidential,  satisfactory 
customers?  Can  the  farmers  expect  to  obtain  large  loans  from 
the  local  banks  at  low  rates  of  interest,  when  they  are  very  small 
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depositors?  This  would  be  discrimination  against  customers; 
however,  this  class  does  not  include  all  farmers,  because  some 
are  the  local  bank's  best  customers.  That  the  banker  should 
favor  the  short-term  loans  to  merchants  and  manufacturers, 
rather  than  the  longer  term  loans  to  farmers,  is  necessarily  in- 
herent in  the  very  nature  of  commercial  banking.  Also,  the 
banker  prefers  the  prompt  settlements  made  by  the  merchant  and 
manufacturer  to  the  dubious  habits  of  many  farmers. 

VII — Can    Crops    be    Marketed    with    the    Present    Credit 
Facilities? 

"Banks  now  finance  the  carrying  of  crops  after  the  producer  lia.s 
parted  with  I  hem  and  until  the  consumer  wants  them.  No  greater  aggre- 
gate volume  of  credit  would  be  necessary  to  permit  the  farmer  to  carry 
it  rather  than  the  middleman." 

"The  marketing  of  staple  crops  cannot  be  done  with  the  credit 
farmers  command  today.  The  middleman  is  able  to  borrow  from  the 
bank  at  a  reasonable  interest  rate  and  purchase  farm  products  on  a 
falling  market,  then  hold  them  until  the  market  rises." 

Can  any  one  doubt  that  wheat  is  better  security  for  a  bank 
loan  in  one  of  Chicago's  6,000,000  bushel  elevators,  ready  for 
marketing  any  day,  and  insured  against  fire  and  other  losses, 
than  in  the  farmer's  barn,  generally  uninsured,  and  unmarket- 
able for  some  time? 

The  second  criticism  is  a  repetition  of  the  first,  from  a  slightly 
different  point  of  view.  The  condition  stated  contains  some 
truth,  but  it  is  not  the  banker's  fault.  If  the  farmers  will  pro- 
vide themselves  with  adequate  storage  facilities  at  the  markets. 
and  market  their  crop  in  an  orderly  way,  paying  their  bank 
loans  promptly,  when  due,  there  seems  little  doubt  that  they 
would  be  financed  as  liberally  as  the  middleman.  The  charge 
is  made  that  the  middleman  purchases  the  crop  on  a  falling 
market,  ami  then  holds  it  until  prices  increase;  to  do  this,  he 
is  financed  by  the  banks  al  low  interest  rates.  It  is  true  that  the 
middleman  can  fill  his  storage  facilities  at  tin'  terminal  markets. 
when  the  bulk  of  the  crop  is  moving  from  the  farms  and  the 
supply  undoubtedly  depresses  prices.     To  carry  the  crop  ill  Btor 
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age  is  expensive,  and  must  be  borne  by  the  middleman;  but 
prices  are  measured  against  the  world  supply,  and  if  the  price 
in  one  country  or  one  market  is  unduly  depressed,  buyers  will 
Bock  to  thai  market  and  the  price  will  soon  respond  to  the  de- 
mand and  get  back  in  line.  However,  if  the  farmers  will  provide 
themselves  with  the  same  service  and  equipment,  and  sell  in  re- 
sponse to  market  demands,  there  can  be  little  doubt  that  the 
bankers  will  welcome  their  paper. 

A  .similar  criticism  of  the  present  financing  of  marketing  came 
from  the  National  Conference  of  American  Cotton  Growers,  and 
refers  primarily  to  the  marketing  of  cotton  and  tobacco.  Sen- 
ator Smith,  of  South  Carolina,  said: 

"Section  13  of  the  Federal  Reserve  Act  gives  the  right  to  extend 
accommodations  for  six  months.  Six  months  is  not  long  enough. 
The  farmer  has  to  market  bis  year's  crop  in  sixty  to  ninety  days.  He 
is  compelled  to  sell  his  product  and  break  his  own  market.  Somebody 
is  carrying  the  cotton,  which  is  made  after  it  leaves  the  farmer's  hands. 
His  bills  come  due  practically  as  soon  as  his  crop  is  made.  But  who 
carries  the  crop  from  that  time  until  it  finally  is  sold  to  the  consumer"? 
Somebody  does  it,  and,  whoever  it  is,  that  credit  should  be  used  to  allow 
the  cotton  fanner  to  have  a  reasonable  period  of  time  in  which  to 
market  his  crop."  4 

In  referring  to  the  suggestions  of  Senator  Smith,  Senator 
Hefiin  said : 

"I  would  like  to  have  this  conference  petition  President  Harding  to 
establish  a  4^  per  cent  rediscount  rate  on  cotton  paper.  I  agree 
heartily  with  Senator  Smith,  and  there  are  others  of  us  in  the  Senate, 
and  many  in  the  House,  who  have  organized  and  agreed  on  certain 
things  which  must  be  done  for  the  farmers  of  the  South  and  West."  5 

The  criticisms  of  the  financing  of  the  farmer  in  the  process 
of  holding  and  marketing  his  grain  with  his  present  facilities 
and  methods  also  applies  to  the  cotton  and  tobacco  crops. 

Suppose  the  suggestion  made  by  Senator  Hefiin  for  a  4% 
per  cent  rediscount  rate  on  cotton  paper  should  be  acted  upon 

*  Senator  Smith  of  South  Carolina,  before  the  National  Conference  of 
the  American  Cotton  Growers,  .Tune,  1921. 

5  Senator  Hefiin,  before  the  National  Conference  of  the  American  Cotton 
Growers,  June,  1921,  when  the  average  rate-  on  all  bills  discounted  by  all 
Federal  Reserve  Banks  was  fi.14  per  cent. 
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favorably  by  President  Harding  and  the  Federal  Reserve  Board. 
Would  not  other  classes  have  an  equal  right  to  demand  eon- 
cessions  and  special  rates?  What  would  the  live  stock  and  to- 
bacco  farmer,  and  the  manufacturers  of  necessary  products  for 
which  the  market  is  dull,  do  ? 

When  will  we  govern  our  finance  and  business  by  the  scien- 
tific guidance  of  sound  economics,  instead  of  politics? 

VIII — Deposit  Banking  cannot  meet  the  Credit  Needs  of  the 
Farmer  for  Production,  because  of  the  Length  of  Time 
Necessary  for  the  Loan 

"It  lakes  twelve  months  to  prepare  for,  seed,  cultivate,  ami  market 
an  ordinary  agricultural  product.  The  present  lack  of  a  system  of  mar- 
keting forces  75  per  cent  of  the  agricultural  products  upon  the  market 
in  four  months,  with  the  resultant  autumnal  dip  in  farm  prices.  An 
orderly  system  of  marketing  would  cany  the  distribution  period  over 
twelve  months.  This  cannot  be  accomplished  under  the  present  credit 
machinery.  Do  not  forget  that  the  Reserve  Act  is  essentially  for  com- 
merce and  industry  and  must  deal  in  quick-maturing  paper,  while  the 
present  Farm  Loan  Act  offers  for  sale  paper  with  a  maturity  of  thirty- 
four  years,  or  longer.  What  we  want,  and  must  have,  is  a  piece  of 
credit  machinery  peculiarly  adapted  to  the  handling  of  paper  with  a 
maturity  which  synchronizes  with  the  period  of  growth  and  distribu- 
tion.'"5 

This  criticism  hits  close  at  the  weakness  in  our  financial  sys- 
tem. The  farmers  can  avoid  the  "autumnal  dip"  in  prices  by 
adequately  providing  themselves  with  marketing  machinery,  and 
doing  orderly  marketing.  That  means,  of  course,  that  they  must 
measure  their  supply  against  the  world  supply,  and  not  try  to 
create  a  monopoly  and  boost  prices. 

The  need  for  production  credit  with  a  longer  maturity  than 
is  now  provided  for  is  obvious.  This  cannot  be  handled  under 
either  of  the  banking  systems  mentioned.  The  Federal  Reserve 
Banks  cannot  handle  it,  because  they  are  a  system  of  commer- 
cial hanks.  Perhaps  some  plan,  such  as  that  of  the  French 
Credit  Fonder,  could  be  installed  in  connection  with  the  Federal 

a  Orange  Judd  Farmer,  Dec.  is.  [920, 
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Reserve  System,  whereby  the  farmers'  notes,  based  upon  actual 
production,  maturing  from  .six  months  to  three  years,  can  be 
collected,  rated,  and  classified  by  the  rural  member  banks  and 
disposed  of  in  an  open  discount  market  for  this  class  of  invest- 
ments. 

It  is  also  charged  thai  deposit  banking  does  not  meet  the  needs 
of  cattle  raising,  as  follows: 

"Deposit  banking  does  not  meet  the  needs  of  cattle  raising.  This 
credit  takes  twenty-one  to  thirty  months  to  reproduce  itself.  Deposit 
hankers  cannot  tie  up  their  borrowed  money  for  that  length  of  time, 
because  they  cannot  meet  the  demands  of  their  creditors  (depositors), 
with  such  assets.  They  cannot  meet  the  demands  of  their  creditors 
and  producers,  too,  however  much  they  may  desire  to  do  so.  Espe- 
cially is  this  true  under  abnormal  conditions,  when  people  go  on  a  wild 
spending  rampage.  The  bankers  should  not  be  blamed.  It  is  the 
weakness  of  the  system."7 

This  criticism  is  true.  Cattle  loans  for  more  than  six  months 
do  not  fit  into  deposit  banking.  Consequently,  a  vast  system  of 
cattle  loan  banking  has  grown  up  in  this  country  sponsored  as 
private  enterprises  and  by  middlemen.  The  best  method  of  han- 
dling cattle  paper  wrould  be  by  some  such  system  as  that  sug- 
gested for  farmers'  obligations,  based  upon  productive  enter- 
prises maturing  between  six  months  and  three  years.  The  ques- 
tion might  be  raised  as  to  what  class  of  investors  would  purchase 
this  class  of  paper  ?  Who  buys  it  in  France  ?  Such  paper,  prop- 
erly handled,  would  be  as  attractive  an  investment  as  any  other 
short-term  security,  and  short-term  investors  are  numerous. 

IX — Fixed  Interest  Rates  for  Local  Banks 

In  an  address  to  the  Peoples'  Construction  League,  at  Wash- 
ington, April  15,  1921,  Ex-Comptroller  of  the  Currency,  the 
Hon.  John  Skelton  Williams,  stated  that  "an  interest  rate  reas- 
onably maximum  should  be  provided  for  bank  members  of  the 
Federal  Reserve  System."  Mr.  Williams  charged,  further,  that 
"excessive  and  burdensome  interest  rates  had  been  imposed  upon 
many  banks  in  the  West,  and  South.     The  rate  charged  at  one 

'Orange  •/ udd  Farmer,  Dec.  18,  1920. 


CRITICISMS  271 

time  by  a  Federal  Reserve  Bank  under  regulations  approved  by 
the  Federal  Reserve  Board,  in  an  exceptional  rase,  to  a  small 
bank  in  a  farming  section,  amounted  to  more  than  80  per  cent 
per  annum.  "7A 

If  the  maximum  rate  of  interest  which  the  local  banks  can 
charge  customers  is  fixed,  how  can  the  bank  protect  its  deposits 
and  effectively  regulate  the  demand,  for  currency  according  to 
the  local  supply?  How  will  the  bank  be  compensated  for  the 
risk  of  hazardous  loans  to  farmers  in  the  drought  stricken  areas, 
and  the  like?  Mr.  Williams'  accusation  of  high  interest  rates 
charged  western  and  southern  member  banks  will  not  stand 
the  test  of  facts.  Up  until  June,  in  1920,  the  discount  rate  on 
agricultural  and  live  stock  paper  maturing  after  90  days  did 
not  exceed  6  per  cent  at  any  Federal  Reserve  Bank.  In  June, 
the  Boston,  New  York,  Chicago,  and  Minneapolis  banks  ad- 
vanced the  rates  on  this  class  and  commercial  paper,  maturing 
within  90  days,  to  7  per  cent,  and  in  November  the  Atlanta 
bank  advanced  its  rate  to  7  per  cent  on  both  classes  of  paper. 
At  all  other  Federal  Reserve  Banks,  the  rates  on  both  classes 
of  paper  remained  flat  at  6  per  cent,  through  the  year.  When 
commercial  paper  maturing  within  90  days  is  discounted  at  the 
same  rate  with  agricultural  and  live  stock  paper,  with  ISO  days' 
maturity,  there  is  certainly  no  discrimination  against  agricul- 
ture; consequently,  Mr.  Williams'  accusation  of  the  80  per  cent 
loan  to  a  country  bank  approved  by  the  Federal  Reserve  Board 
is  open  to  grave  doubt. 

X — Was  the  Federal  Reserve  Board's  Policy  Responsible  for 
the  Decline  in  Prices  of  Farm  Products? 
About  the  middle  of  October,  1 9^0,  the  farmers'  representa- 
tives appeared  before  the  Federal  Reserve  Board  and  accused 
the  Board  of  being  responsible  for  the  decline  in  the  prices  of 
agricultural  products  by  the  following  official  acts: 

1.  Restriction  of  credits. 

2.  Raising  the  rediscount  rate  on  [taper  secured  by  farm 
products. 

3.  Discontinuance  of  the  War  Finance  Corporation. 

4.  The  statements  given  out  by  the  Secretary  of  the  Treasury, 
the  Governor  of  the  Federal   Reserve   Board,  and  the  Federal 

7A  The  progressive  rate  in  effect  at  tliis  time,  after  borrowing  banks 
exceeded  the  basic  line  of  credit,  made  this  rate  possible,  but  good  judg 
incut   would   not   approve  it. 
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Reserve  banks,  which  have  been  construed  to  the  effect  thai  com- 
modity prices,  particularly  prices  of  farm  products,  are  too  high 
and  thai  a  pre-war  basis,  or  an  approximation  of  a  pro-war  basis, 
must  be  reached  within  a  short  time.8 

In  other  words,  the  farmers  ask,  irrespective  of  the  banking 
situation,  that  ample  credit  be  supplied  for  the  holding  of  crops 
until  prices  are  restored  to  a  profitable  basis. 

The  farmers  stood  the  brunt  of  the  price  deflation  and  did  not 
obtain  the  high  prices  of  other  entrepreneurs  during  the  period 
of  inflation,  and  they  have  just  cause  for  feeling  that  they 
have  been  discriminated  against.  But  the  condition  brought 
on  by  the  decline  of  prices  was  not  due  to  the  acts  of  the  Fed- 
eral Reserve  Board  as  alleged,  but  by  the  irresistible  change  in 
the  world  \s  economic  conditions  after  the  close  of  the  war,  and 
the  consequential  change  in  the  tide  of  economic  affairs  in  this 
country. 

XI — The  Relation  of  the  Federal  Reserve  System  to  Agricul- 
ture 

The  Federal  Reserve  System  has  no  more  direct  relation  to 
agriculture  than  any  other  industrial  pursuit.  It  is  a  system  of 
bankers'  banks,  and  each  Reserve  Bank  is  directly  concerned 
only  witli  its  members.  Each  bank  affords,  without  discrimina- 
tion, the  same  service  to  all  its  members.  The  member  banks 
in  the  rural  districts  are,  of  course,  vitally  concerned  with  agri- 
culture; hut  these  are  the  problems  of  the  country  bankers,  and 
not  of  the  Federal  Reserve  Bank.  Then,  the  question  might  be 
asked,  what  are  the  problems  of  a  Federal  Reserve  Bank  located 
in  an  agricultural  district  ?  Its  problems  are  the  same  as  those 
of  a  Reserve  Bank  in  a  non-agricultural  district, — that  is,  to  be 
banker  for  its  member  banks.  But  the  problems  of  the  Reserve 
Bank  must  be  modified  by  the  problems  of  its  members.  The 
Reserve  Bank  in  an  agricultural  district,  which  discounts  large 
volumes  of  paper  maturing  after  90  days  and  in  small  denomi- 
nations, cannot  do  as  large  a  business  with  the  same  amount  of 
assets  as  the  Reserve  Bank  which  turns  large  volumes  of  short- 
term  merchants'  bills  maturing  within  30  days;  because  the 
longer  term  of  farmers'   paper  dries  up   the   liquidity  of  the 

s  The  Economic  World,  <  ><-tober   16,   1020,  p.  544. 
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credit,  and  the  volume  of  small  items  are  expensive  to  handle. 
The  Federal  Eeserve  System's  policy  is  national.  It  should 
discriminate  against  none  and  favor  none.  It  does,  however, 
favor  agriculture  and  foreign  trade,  by  rediscounting  their  bills 
with  six  months'  maturity,  and  these  businesses  should  expect  to 
pay  higher  rates  for  these  favors. 

XII — The  Country  Banker's  Position  in  the  Federal  Reserve 
System 

The  country  banker  stands  between  the  farmer  and  the  Fed- 
eral Reserve  Bank,  and  is,  therefore,  the  link  in  the  system  be- 
tween the  agricultural  classes  and  the  Federal  Reserve  Hanks. 
It  is  the  duty  of  the  country  banks  to  credit-rate  the  farmer, 
and  pass  judgment  upon  the  success  of  the  productive  enter- 
prises for  the  purposes  of  which  the  farmer  asks  for  bank  credit. 
When  the  local  bank  has  loaned  up  to  near  the  limit  of  its 
ability,  which  is  determined  by  its  liquid  assets  and  deposits, 
it  may  wish  to  avail  itself  of  the  privilege  of  rediscounting  some 
of  its  agricultural  paper  maturing  within  six  months,  with  the 
Federal  Reserve  Bank.  It  can  do  this  in  proportion  to  its  credit 
ability  with  the  Reserve  Bank  and  obtain  notes  for  further  loans. 
Then,  why  should  farmers  ever  want  for  additional  credit  facili- 
ties if  they  have  a  first  class  local  bank?  The  ability  of  the  local 
bank  is  definitely  limited  by  the  deposits  of  its  customers,  and  it 
cannot  extend  credit  too  lavishly  on  six  months'  notes,  because 
it  must  be  able  to  pay  its  depositors  upon  demand. 

The  farmer  complains  that  he  is  not  served  with  sufficienl 
credit  either  in  volume  or  length  of  term,  which  is  often  true. 
from  the  standpoint  of  the  farmer,  and  for  the  best  success  in 
his  business.  But  he  should  be  educated  to  the  fact  that  the 
ability  of  a  commercial  bank  to  serve  his  needs  is  definitely  lim- 
ited. This  economic  education  is  a  duty  of  the  Federal  Reserve 
System,  and  the  farmers'  advisors. 


CHAPTER  XXI 
CONCLUSIONS 

1.  The  fanner's  many  needs  for  short-terra  credit  maturing 
within  six  months  are  frequently  not  appreciated  by  local  bank- 
ers. However,  the  draftees  of  the  Federal  Reserve  Law  and  the 
directing  Hoard  have  made  liberal  provisions  for  almost  all  the 
demands  for  short-term  credit  by  farmers.  But  both  the  country 
bankers  and  the  farmers  have  yet  to  be  educated  to  the  wise  and 
just  apportionment  of  the  credit  at  their  disposal. 

2.  The  farmer  requires  credit  for  fixed  improvements  with  a 
maturity  that  is  too  long  for  commercial  banks  and  too  short  and 
varied  in  character  for  investment  banking.  The  United  States 
needs  additional  banking  facilities  or  a  reorganization  of  the 
scope  of  the  present  facilities,  in  order  to  take  care  of  these  re- 
quirements. The  War  Finance  Corporation  Act  of  1921  pro- 
vided $1,000,000,000  credit  for  the  production  and  marketing  of 
farm  products.  It  is  designed  to  meet  the  demands  of  agricul- 
ture for  credit  for  periods  of  more  than  six  months  and  less 
than  three  years ;  and  is  good  as  far  as  it  goes.  However,  for 
many  people  it  bears  the  badge  of  a  Government  organization, 
and  is  only  temporarily  effective,  and  far  too  narrow  in  scope. 
Some  permanent  system  is  needed  for  collecting,  standardizing 
and  grading  the  farmer's  paper  offered  against  fixed  improve- 
ments and  placing  it  upon  the  investment  market  on  the  basis  of 
its  merit. 

3.  The  national  banking  system  expanded  primarily  to  meet 
the  needs  of  commerce  when  the  credit  needs  of  agriculture  were 
of  small  consequence.  As  the  country  developed,  the  credit  needs 
of  agriculture  grew  more  imperative.  Many  legislative  attempts 
were  made  to  correct  the  inequalities  of  the  national  banking 
system,  but  they  were  of  only  temporary  consequence. 

4.  The  increase  in  the  number  of  banks,  volume  of  loans, 
discounts,  capital,  and  circulation,  from  1900  to  1914,  was  due 
to  the  elimination  of  legal  restrictions,  and  this  was  a  period  of 
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general  prosperity  throughout  the  country.  It  is  to  be  observed 
that  the  growth  was  much  more  pronounced  in  the  agricultural 
states  than  in  the  non-agrieultural  districts. 

f).  There  appears  to  be  a  remarkably  close  correlation  be- 
tween the  value  of  all  farm  property  and  the  banking  assets; 
but  the  evidence  is  not  adequate,  and  so  it  may  be  just  a  co- 
incidence at  this  particular  period  in  the  development  of  the 
country. 

6.  Subsequent  to  the  reduction  of  the  capital  requirements 
for  organizing  a  national  bank,  the  growth  of  the  national  banks 
was  surprisingly  rapid  in  the  agricultural  communities,  par- 
ticularly in  the  Western  and  Southern  .states.  This  is  adequate 
evidence  that  the  need  for  banking  facilities  had  long  been  felt 
in  these  communities,  but  the  savings  were  not  sufficiently  large 
to  support  banks  under  the  high  capital  requirements  which  had 
previously  existed  in  the  rural  districts.  Also,  the  rural  popu- 
lation were  unable  to  use  deposit  currency  freely  for  lack  of 
facilities  and  confidence.  The  country  people  were  distrustful 
of  checks;  therefore,  farmers  paid  cash  for  purchases,  and  con- 
sequently demanded  it  for  what  they  sold.  The  cash  require- 
ments for  moving  the  crops  and  the  unequal  distribution  of  the 
bank  notes  according  to  the  country's  needs  caused  a  severe 
strain  upon  the  credit  structure  of  the  country  during  the  crop- 
moving  season.  The  interior  development  was  held  in  check  by 
these  unsatisfactory  credit  conditions  and  as  a  result  the  whole 
country  suffered  a  loss. 

7.  The  National  Monetary  Commission  found  the  national 
banking  system  too  inadequate  to  serve  agriculture  with  the 
short-term  credit  needed.  Almost  all  the  Commission's  criti- 
cisms of  the  national  banking  system  had  a  direct  bearing  upon 
the  agricultural  credit  situation.  These  were  later  effectively 
remedied  in  the  Federal  Reserve  Act. 

8.  The  legal  restrictions  upon  the  organization  of  national 
banks  made  their  development  in  the  rural  districts  impossible. 
The  requirements  of  capital  and  population  disqualified  the 
rural  districts  for  national  banks,  and  the  limitation  on  branches 
prevented  city  banks  from  reaching  out  into  the  country. 

9.  Call  loan  interest  rates  on  the  New  York  Stock  Exchange 
reflect  the  immediate  conditions  of  supply  and  demand   in  the 
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money  market  more  accurately  than  any  other  available  cri- 
teria. However,  the  rates  arc  more  quickly  influenced  by  finan 
rial  conditions  than  by  agricultural  conditions.  Almost  all  of 
the  wide  fluctuations  in  rates  have  been  due  to  conditions  in  the 
business  world  far  removed  from  agriculture. 

10.  Under  the  national  hanking  system  domestic  exchange 
was  very  cumbersome;  money  did  not  move  freely  from  one 
section  of  the  country  to  another  for  seasonal  purposes;  hut 
moved  only  after  a  forceful  strain  had  been  exerted  by  urgent 
demands  and  high  interest  rates  in  the  agricultural  districts. 
The  seasonal  movements  of  cash  between  the  principal  cities  of 
the  geographical  districts  correspond  with  movements  hetween 
the  districts  themselves,  except  that  movements  to  and  from  the 
cities  are  smaller  than  the  movements  to  and  from  the  whole 
district.  However,  large  amounts  of  cash  generally  are  sent  to 
the  large  city  banks  first  and  then  are  apportioned  out  to  coun- 
try correspondents.  The  movements  of  cash  between  different 
sections  of  the  country  correspond  with  the  seasonal  demands  of 
business  and  agriculture.  But  the  system  of  transferring  funds 
by  mail  was  cumbersome,  expensive,  hazardous,  and  extremely 
unsatisfactory. 

11.  Special  provisions  for  short-term  agricultural  credit  were 
inserted  in  the  Federal  Reserve  Act  to  fulfill  political  promises, 
meet  the  public  sentiment  demands  and  induce  country  banks 
to  join  the  system. 

12.  Even  without  the  special  provisions,  the  Federal  Reserve 
System  is  a  vast  improvement  over  the  national  banking  sys- 
tem, in  meeting  the  short-term  credit  needs  of  agriculture. 

13.  Not  all  legitimate  short-term  credit  needs  of  agriculture 
were  met  under  the  national  banking  system,  nor  are  they  under 
the  Federal  Reserve.  Some  are  too  speculative  for  commercial 
banks,  but  more  are  for  too  long  a  term  or  the  local  banks  are 
just  simply  unable  to  take  care  of  them. 

14.  The  provisions  for  short-term  agricultural  credit  under 
the  Federal  Reserve  System  are  about  all  that  can  possibly  be 
expected  of  commercial  banking. 

15.  The  rediscounts  of  farmer's  paper  with  six  months'  ma- 
turity by  the  Federal  Reserve  Banks  during  1919  and  1920  were 
too  large  for  the  best  functioning  of  the  banking  system. 
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16.  Six  months  is  too  short  a  term  for  many  of  the  farmers' 
productive  operations,  but  the  Federal  Reserve  Banks  cannot  in- 
vest their  demand  deposits  in  longer  term  paper. 

17.  The  seasonal  movements  of  credit  and  currency  between 
New  York  and  other  parts  of  the  country  are  facilitated  by  the 
wire  transfers  through  the  Gold  Settlement  Fund  and  the  daily 
clearance  systems  maintained  by  the  Board  for  the  twelve  Re- 
serve Banks,  and  by  each  bank  for  its  members,  which  is  an 
inestimable  improvement  over  the  transfers  through  shipments 
by  mail  under  the  national  banking  system. 

18.  The  seasonal  transfers  between  the  Federal  Reserve  Banks 
correspond  to  the  seasonal  movements  of  currency  between  the 
geographical  divisions  under  the  national  banking  system. 
Under  the  national  banking  system,  currency  moved  slowly, 
sometimes  requiring  several  days,  and  exchange  rates  were  regis- 
tered between  the  points  of  shipments  and  receipts.  But  under 
the  cooperative  system  of  the  Federal  Reserve  Banks,  exchange 
rates  are  wiped  out  and  transfers  of  balances  between  the  banks 
are  made  daily,  and  seasonal  transfers  are  made  almost  without. 
the  loss  of  time  when  the  demand  is  felt. 

19.  The  rediscount  rates  on  farmers'  paper  are  reasonably 
low,  and  there  is  no  discrimination  against  this  class  of  paper. 
The  farmers'  paper  maturing  under  90  days  bears  the  same  rate 
as  commercial  paper,  with  that  maturity.  In  most  of  the  Re- 
serve Banks,  the  farmers  arc  charged  from  i/>  to  1  per  cent 
higher  rate  on  their  special  privileged  paper  maturing  after 
90  days,  and  it  is  just  that  they  should  pay  for  this  favor. 
However,  in  some  of  the  western  Federal  Reserve  Banks,  the 
rates  for  farmers'  paper  maturing  after  90  days  are  the  same 
as  the  rates  for  commercial  paper,  maturing  (il  to  !•()  days. 

20.  The  low  rediscount  rates  tor  farmers'  paper  at  the  Fed- 
eral Reserve  Banks  have  not  all  been  passed  on  to  the  farmers  by 
lower  interest  rates  at  the  local  banks.  When  the  Reserve  Banks 
have  been  charging  4  and  4a/2  per  cent  rediscount  on  agricul- 
tural paper  maturing  within  90  days,  and  5  and  (i  per  cent  on 
the  paper  maturing  after  90  days,  the  country  banks  in  the  West 
and  South  have  been  charging  the  farmers  from  *  to  li'  per  cent 
on  all  loans,  without  regard  to  maturity. 

In  many  cases,  the  local  banks  are  justified   in  charging  these 
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rates,  due  to  the  scarcity  of  deposits  and  the  speculative  char- 
acter of  the  loans. 

21.  Rediscount  rates  are  relatively  uniform  throughout  the 
country,  and  effectively  under  the  control  of  the  Federal  Reserve 
Board  and  the  district  hanks.  Any  uniformity  of  rates  was  im- 
possible under  the  national  hanking  system.  Uniformity  of  in- 
terest rates  to  borrowers  is  equally  impossible  under  the  Federal 
Reserve  System. 

22.  Many  country  bankers  could  obtain  lower  rediscount  rates 
lor  themselves  if  they  banked  directly  through  the  Federal  Re- 
serve Bank  instead  of  through  city  correspondents.  The  city 
correspondent  must  have  a  middleman's  profit  on  the  funds  he 
borrows  from  the  Reserve  Bank  and  loans  to  the  country  bank. 

23.  The  absence  of  cooperation  between  the  banks  which 
existed  under  the  national  system  is  corrected  almost  to  the  ex- 
treme under  the  Reserve  system.  Funds  move  freely  from  dis- 
tricts where  they  are  relatively  redundant,  to  districts  in  need. 
In  fact,  the  element  of  competition  has  been  lost,  the  effects  of 
which,  if  so  handled,  could  prove  equally  as  detrimental  to  the 
agricultural  districts  as  the  lack  of  cooperation.  But  there  is 
no  doubt  that  this  problem  will  be  handled  discreetly  by  the 
Federal  Reserve  Board. 

24.  Under  the  Federal  Reserve  System,  transfers  of  funds 
from  districts  where  they  are  relatively  redundant  to  districts 
where  needed,  and  the  rediseounting  of  paper,  has  effectively 
remedied  the  helplessness  of  the  individual  bank  in  times  of 
crises.  The  individual  bank  is  now  a  member  of  a  large  co- 
operative system  and  should  be  able  to  obtain  ample  assistance. 

25.  The  Federal  Reserve  System  has  been  unjustly  criticized 
by  farm  papers  and  persons  who  are  not  informed  of  its  func- 
tions and  practical  working.  Also,  it  has  been  unjustly  criti- 
cized by  well-informed  persons,  due  to  prejudice  and  the  desire 
for  political  recognition. 

26.  The  Research  Department  of  the  Federal  Reserve  Board 
should  be  maintained  at  Washington,  where  the  influence  of 
New  York's  special  financial  problems  would  not  be  the  domi- 
nating influence  in  the  policies,  but  the  interior  problems  of 
finance  in  agriculture  and  domestic  commerce  would  be  more 
thoroughlv  considered. 
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27.  Each  Federal  Reserve  Bank  should  do  its  own  indepen- 
dent research  into  the  economic  and  financial  problems  of  its  dis- 
trict. 

28.  The  Federal  Reserve  System  has  admirably  corrected  the 
evil  of  scattered  reserves  and  "dead  line"  reserve  requirements 
which  existed  under  the  national  banking  system,  and  which  was 
an  important  factor  in  the  inelastic  currency. 

29.  Under  the  Reserve  system,  there  are  adequate  reserve 
strengthening  facilities  for  banks  in  need  in  any  part  of  the 
country. 

30.  The  inelastic  currency  for  the  production  and  moving  of 
the  crops  under  the  national  banking  system  has  been  corrected 
under  the  Federal  Reserve  through  the  rediscounting  of  farm- 
ers' paper  with  the  Reserve  Banks;  and  the  wire  transfers  be- 
tween the  Reserve  Banks,  from  the  districts  where  funds  arc 
plentiful  to  the  districts  in  need. 

31.  The  absence  of  a  domestic  collection  system  which  existed 
under  the  national  banks  has  been  corrected  by  the  district  col- 
lection system  maintained  by  each  Reserve  Bank  for  its  mem- 
bers, and  interdistrict  collection  system  maintained  by  the  Board 
for  the  twelve  Reserve  Banks  and  their  branches.  These  collec- 
tion systems  are  of  inestimable  value  to  agriculture  and  domestic 
commerce. 

32.  Commercial  and  agricultural  paper  have  been  standard- 
ized to  some  extent  by  the  Reserve  system,  as  they  were  not 
under  the  national  system ;  however,  our  standardization  of 
these  classes  of  paper  is  as  yet  primitive  and  there  is  room  for 
much  improvement. 

33.  Under  the  Federal  Reserve  System  efforts  have  been  made 
to  establish  an  open  discount  market,  for  commercial  paper. 
Only  a  meager  success  has  been  attained,  and  there  is  still  much 
need  for  further  development  of  the  rediscount  market  for  stand- 
ardized commercial,  agricultural,  and  live  stock  paper. 

34.  It  was  many  times  demonstrated,  and  pronouncedly  in 
1893  and  1907,  that  the  national  banking  system  was  without 
effective  facilities  for  meeting  emergencies  which  affect  agricul- 
ture as  much,  or  more,  than  any  other  industry.  The  Federal 
Reserve  System  has  already  proved  its  ability  to  withstand 
emergencies  and  particularly  agricultural  crises.      Examples  are 
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the  handling  of  the  cotton  loan  fund  in  the  autumn  of  1914, 
when  the  Reserve  Banks  were  just  opening  for  business,  the  ef- 
fective meeting  of  the  financial  problems  of  the  country  through- 
out the  World  War,  and  the  crisis  of  1920  and  1921  caused  by 
changes  in  world  economic  conditions. 
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APPENDICES 

Due  to  the  scope  of  the  problems  of  financing  agriculture  it 
is  not  advisable  to  treat  all  phases  of  both  short  and  long-term 
credit  in  one  volume.  But  for  the  purpose  of  reference  and 
for  the  sake  of  completeness,  there  will  be  found  in  the  several 
appendices  a  statement  of  the  fundamental  principles  and  prac- 
tices of  the  Federal  Farm  Loan  System,  the  War  Finance  Cor- 
poration, and  the  principal  types  of  credit  institutions  of  foreign 
countries  for  both  long  and  short-term  credit.  The  author 
hopes  to  make  available  in  the  near  future  a  complete  volume  on 
Farm  Mortgage  Credit. 


APPENDIX  A 
The  Federal  Farm  Loan  System 

Despite  the  numerous  private  agencies  dealing  in  farm  mort- 
gages the  newly  organized  Federal  Land  Bank  and  Joint-Stock 
Land  Banks  seem  destined  to  become  the  foremost  agencies  in 
this  field.  Undoubtedly  the  life  insurance  companies,  mortgage 
hanks,  state  banks  and  other  agencies  will  continue  to  do  a 
large  business,  hut  the  Federal  Farm  Loan  Organization  has  an 
advantage  due  to  its  national  character.  At  this  time  there  is  a 
National  Farm  Loan  Association  in  almost  every  agricultural 
county  of  the  United  States.  In  the  state  of  Illinois  alone  there 
are  149  of  these  associations. 

The  specified  purposes  of  the  system  are  well  set  forth  in 
the  title  of  the  Act:  "A  bill  to  provide  capital  for  agricultural 
development,  to  create  a  standard  form  of  investment  based  upon 
farm  mortgage,  to  equalize  rates  of  interest  upon  farm  loans, 
to  furnish  a  market  for  United  States  bonds,  to  provide  for  the 
investment  of  postal  savings  deposits,  to  create  Government  de- 
positaries and  financial  agents  for  the  United  States,  and  for 
other  purposes. ' ' 

In  order  that  a  farmer  may  use  the  borrowing  facilities  of 
the  Federal  Land  Banks  as  organized  lie  must  first  become  a 
member  of  a  National  Farm  Loan  Association.  Ten  or  more 
farmers  desiring  to  borrow  money  may  organize  such  an  asso- 
ciation. In  case  a  National  Farm  Loan  Association  lias  not  been 
formed  in  any  locality  the  Federal  Farm  Loan  Board  may  au- 
thorize a  Federal  Land  Bank  to  make  loans  on  farm  lauds 
through  approved  agents.  Ten  or  more  persons  who  own  and 
cultivate  farm  land  qualified  as  security  for  a  mortgage  loan 
under  the  Act,  or  who  are  ahout  to  own  and  cultivate  such 
land,  may  form  such  an  association,  provided  the  aggregate  of 
the  loans  desired  by  the  membership  is  not  less  than  $20, 000. 
Each    member   must    take  .slock    in    his   association    In   an    amount 

equivalenl   to  5  per  cent   of  the  amounl    he  wishes  to  borrow. 
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This  stock  the  association  holds  in  trust  as  security  for  the 
member's  individual  loan.  The  association  in  turn  when  apply- 
ing for  money  from  the  hank  must  subscribe  for  stock  in  the 
hank  to  an  amount  equivalenl  to  5  per  cent  of  the  sum  it  wants 
to  obtain  for  its  members.  This  stock  is  held  in  trust  by  the 
hank  as  security  for  the  Loans  it  makes  through  the  association. 
If  a  prospective  borrower  lias  no  money  with  which  to  pay  for 
his  association  stock,  he  may  borrow  the  price  of  the  stock  as  a 
part  of  the  loan  on  hi.s  farm  land. 

Under  this  plan,  then,  every  borrower  must  be  a  stockholder 
in  his  local  association,  and  every  association  a  stockholder  in 
its  district  hank.  Each  stockholder  in  an  association  is  liahle 
for  the  acts  of  that  association  up  to  twice  the  amount  of  his 
stock. 

How  Loans  are  Obtained 

A  member  of  a  National  Farm  Loan  Association,  before  ob- 
taining a  loan  must  first  fill  out  an  application  blank  furnished 
to  the  loan  association  by  the  Federal  Land  Bank.  This 
application  blank  and  other  necessary  papers  will  then  be  re- 
ferred to  the  loan  committee  of  the  association  which  must  ap- 
praise the  property  offered  as  security.  Such  application  as  is 
approved  by  the  loan  committee  is  then  forwarded  to  the  Fed- 
eral Land  Bank  and  must  be  investigated  and  reported  on  by  a 
salaried  appraiser  of  the  bank  before  the  loan  is  granted.  The 
appraiser  is  required  to  investigate  the  solvency  and  character 
of  the  prospective  borrower  as  well  as  the  value  of  his  land. 
When  a  loan  is  granted  the  amount  is  forwarded  to  the  bor- 
rower through  the  loan  association. 

Conditions  Under  Which  Loans  May  be  Obtained  from  Fed- 
eral Land  Banks 
The  Act  specifically  defines  the  purposes  for  which  loans  may 
be  obtained.    They  are  : 

a.  To  provide  for  the  purchase  of  land  for  agricultural  uses. 

b.  To  provide  for  the  purchase  of  equipment,  fertilizers  and 
live  stock  necessary  for  the  proper  and  reasonable  operations  of 
the  mortgaged  farm. 

c.  To   provide  buildings  and  for   the  improvement    of  farm 
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lands;  the  term  "improvement"  to  be  defined  by  the  Federal 
Farm  Loan  Board. 

d.  To  liquidate  indebtedness  of  the  owner  of  the  land  mort- 
gaged, existing  at  the  time  of  the  organization  of  the  first  Na- 
tional Farm  Loan  Association  established  in  or  for  the  county  in 
which  the  land  mortgaged  is  situated,  or  indebtedness  subse- 
quently incurred  for  one  of  the  purposes  mentioned  in  this  sec- 
tion. 

Loans  may  be  made  only  on  first  mortgages  on  farm  lands. 

Only  those  wbo  own  and  cultivate  farm  land  or  are  about  to 
own  and  cultivate  such  land  are  entitled  to  borrow. 

No  one  can  borrow  save  for  the  purposes  stated  in  the  Act  and 
those  who  after  borrowing  do  not  use  the  money  for  the  pur- 
poses specified  in  the  mortgage  are  liable  to  have  their  loans 
reduced  or  recalled.  The  secretary -treasurer  of  each  association 
is  required  to  report  any  diversion  of  borrowed  money  from  the 
purposes  stated  in  the  mortgages. 

No  individual  can  borrow  more  than  $10,000  or  less  than  $100. 

No  loan  may  be  made  for  more  than  50  per  cent  of  the  value 
of  the  land  mortgaged  and  20  per  cent  of  the  value  of  the  per- 
manent insured  improvements  upon  it. 

The  loan  must  run  for  not  more  than  40  years  and  not  less 
than  5  years. 

Every  mortgage  must  provide  for  the  repayment  of  the  loan 
by  means  of  a  fixed  number  of  annual  or  .semi-annual  install- 
ments under  an  amortization  plan  sufficient  to  meet  all  interest 
and  pay  off  the  debt  by  tbe  end  of  the  term  of  the  loan.  The 
installments  required  will  be  those  published  in  amortization 
tables  to  be  prepared  by  the  Farm  Loan  Board. 

The  bank  is  given  power  to  protect  itself  in  case  of  default 
by  recalling  the  loan  in  whole  or  in  part  or  taking  other  neces- 
sary aetion. 

The  Interest  Rate  Paid  by  the  Borrower 

None  of  the  Federal  Land  Hanks  is  permitted  to  charge  more 
than  6  per  cent  per  annum  on  its  farm  mortgage  loans,  and  in 
no  ea.se  shall  the  intensi  charged  on  farm  mortgages  exceed 
by  more  than  one  per  eenl  the  rate  paid  on  the  last  issue  of 
bonds.    For  example,  if*  a  bank  pays  only  (  per  cenl  on  an  issue 
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nf  bonds  it  cannol  charge  more  thai]  5  per  eenl  for  the  next 
farm  loans  thai   it   makes. 

Out  of  this  margin  of  m>t  to  exceed  one  per  cent,  together 
with  such  amounts  as  it  may  earn  on  its  paid-in  cash  capital,  the 

bank  must  set  aside  certain  reserves  and  meet  all  expenses.     Any 

balance  or  net  profits  can  be  distributed  as  dividends  to  the 

loan  associations  or  other  stockholders.  The  loan  associations 
from  their  bank  dividends,  after  setting  aside  the  required  re- 
serves and  meeting  expenses,  can  declare  association  dividends 
to  their  members.  In  this  way  the  profits,  if  any,  will  be  dis- 
tributed among  the  borrowers  and  will  to  that  extent  reduce  the 
amount  of  interest  actually  paid  by  them. 

Restrictions  on  Fees  and  Commissions 

The  Federal  Land  Banks  are  specifically  prohibited  from 
charging  in  connection  with  making  a  loan  any  fees  or  com- 
missions which  are  not  authorized  by  the  Farm  Loan  Board. 
The  authorized  fees  need  not  be  paid  in  advance  but  may  be 
made  part  of  the  loan.1 

Amortization  Plan  of  Repaying  Loans 

All  loans  are  to  be  repayed  on  the  amortization  plan.  This 
plan  calls  for  a  number  of  fixed  annual  or  semi-annual  pay 
ments  which  include  not  only  all  interest  and  charges  due  the 
bank,  but  the  principal  as  well.  These  payments  are  so  calcu- 
lated  as  to  extinguish  the  debt  in  a  given  number  of  years. 
After  the  five  years  the  borrower  has  the  right  on  any  interest 
date  to  make  additional  payments  on  the  principal  in  sums  of 
$25  or  any  multiple  thereof,  thus  discharging  the  debt  more 
quickly. 

Funds  Available  for  Loans 

After  a  Federal  Land  Bank  has  loaned  on  first  mortgages 
$50,000.  it  can  obtain  permission  from  the  Farm  Loan  Board  to 
issue  $50,000  in  farm  loan  bonds  based  on  these  mortgages,  sell 
such  bonds  in  the  open  market,  and  use  the  money  thus  ob- 
tained to  lend  on  other  mortgages. 

The  process  of  lending  on  mortgages  and  selling  bonds  in 
issues  of  $50,000  may  be  repeated  until  bonds  to  the  amount  of 
twenty  times  the  bank's  paid-up  capital  are  outstanding.    If  each 

1  An  amendment  permits  associations  to  charge  a  tax  of  not  more  than 
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bank  was  limited  to  its  required  minimuni  paid-up  capital  or 
$750,000,  this  plan  would  take  care  of  only  a  small  portion  of 
the  farm  mortgage  credit  needs  which  mount  into  the  billions 
of  dollars  in  the  United  States.  The  banks,  however,  can  in- 
crease their  capital  stock  above  their  minimum  and  so  increase 
the  amount  of  bonds  they  can  sell,  and  thus  increase  the  total 
amount  of  money  available  for  loans  on  farm  mortgages. 

To  make  these  bonds  attractive  to  investors,  the  bonds  to- 
gether with  the  mortgages  upon  which  they  are  based,  are  exempt 
from  Federal,  state,  municipal,  and  local  taxation,  and  are  made 
legal  investments  for  fiduciary  and  trust  funds.  The  capital 
stock  of  the  Federal  Land  Banks  is  also  exempt  from  taxation. 
Federal  Reserve  Banks  and  member  banks  of  that  system  are  cm- 
powered  to  buy  and  sell  these  bonds.  They  are  to  be  issued  in 
denominations  of  $40,  $50,  $100,  $500,  and  $1,000. 

Organization  of  Banks 

The  temporary  management  of  the  Federal  Land  Banks  is  to 
be  in  the  hands  of  five  directors  appointed  by  the  Federal  Farm 
Land  Board.  %When  the  stock  has  been  taken  by  the  associations 
and  the  bonds  held  by  the  Treasury  sold,  regular  directors  are  to 
be  appointed  as  follows:  three  district  directors,  resident  in  the 
district,  shall  be  appointed  by  the  Federal  Farm  Loan  Board  to 
represent  the  public  interest,  and  six  directors,  resident  in  the 
district,  shall  be  elected  by  the  farm  loan  associations  who  must 
be  stockholders  in  the  bank.  The  Federal  Farm  Loan  Board 
shall  designate  one  of  its  appointees  to  act  as  chairman.  The 
Act  requires  that  at  least  one  of  the  three  district  directors  shall 
be  experienced  in  farming  and  actually  engaged  at  the  time  of 
his  appointment  in  farming  operations  within  the  district.  Any 
compensation  paid  to  the  directors  must  be  approved  by  the 
Federal  Farm  Loan  Board. 

Officers  of  Loan  Associations 

Each  loan  association  must  have  a  hoard  id'  directors  and  a  sec- 
retary-treasurer. The  directors  shall  serve  without  pay.  The 
secretary-treasurer  shall  receive  such  compensation  as  may  be 
determined  by  the  hoard  oi  directors.  The  association  must  ap- 
point an  appraisal  committee  for  the  purpose  of  valuing  lands 
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offered  as  security   for  loans.     No  member  of  such  committee 

shall  have  any  interesl  in  the  property  upon  which  he  passes. 

Funds  for  Current  Expenses 

To  provide  funds  for  current  expenses,  the  loan  association 
may  retain  as  a  commission  from  each  interest  payment  not  to 
ed  one-eighth  of  one  per  cent  semi-annually  upon  the  unpaid 
principal  of  the  loan.  This  commission  is  to  he  deducted  from 
the  dividends  payable  to  the  farm  loan  association  by  the  Fed- 
eral Land  Bank.  If  the  commissions  are  not  adequate,  and  an 
association  does  not  wish  to  assess  members  for  current  expenses, 
it  may  borrow  at  6  per  cent  from  the  Federal  Land  Bank,  to 
an  amount  not  to  exceed  in  the  aggregate  one-fourth  of  its 
bank  stock. 

Reserves  and  Dividends 

The  law  requires  both  the  land  banks  and  the  farm  loan  asso- 
ciations to  make  provisions  for  certain  reserves  before  they  can 
pay  any  dividends. 

Agents  of  Land  Banks 

In  sections  where  local  conditions  do  not  make  the  formation 
of  associations  practicable,  the  Farm  Loan  Board  may  authorize 
the  Federal  Land  Banks  to  make  loans  through  agents  approved 
by  the  board.  These  agents  are  to  be  banks,  trust  companies, 
mortgage  companies,  or  savings  institutions  chartered  by  the 
state.  They  may  receive  as  compensation  the  actual  expenses  in- 
volved in  transacting  the  loan  and  in  addition  thereto  a  sum  not 
to  exceed  one-half  of  one  per  cent  per  annum  on  the  unpaid  prin- 
cipal of  the  loans  made  through  them.  When  the  Farm  Loan 
Board  decides  that  a  locality  is  adequately  served  by  farm  loan 
associations  no  further  loans  are  to  be  made  through  agents. 

Joint-Stock  Land  Banks 

In  addition  to  the  system  of  12  Federal  Land  Banks  and  the 
national  farm  loan  associations  of  borrowers,  the  Act  permits 
the  establishment  of  Joint-Stock  Land  Banks  and  authorizes  them 
to  carry  on  the  business  of  lending  directly  to  borrowers  on 
farm  mortgage  security  and  issuing  farm  loan  bonds.  These 
banks,  of  which  twenty-seven  are  now  doing  business,  must  have 
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a  capital  of  not  less  than  $250,000.  They  are  under  the  super- 
vision of  the  Federal  Farm  Loan  Board,  but  the  Government 
does  not  lend  them  any  financial  assistance. 

The  Joint-Stock  Land  Bank  is  free  from  many  of  the  condi- 
tions imposed  on  the  Federal  Land  Banks.  Subject  to  the  50  and 
20  per  cent  value  limitations  and  the  limitations  as  to  territory, 
the  maximum  loan  to  one  individual  cannot  exceed  $37,500  for 
a  bank  of  $250,000  capital,  and  $50,000  for  any  bank.  An  amend- 
ment requires  all  loans  to  be  used  for  agricultural  purposes. 

The  Joint-Stock  Land  Bank,  like  the  Federal  Land  Banks,  can- 
not charge  an  interest  rate  on  farm  mortgages  in  excess  of  6  per 
cent  nor  shall  the  interest  rate  exceed  by  more  than  one  per  cent 
the  rate  of  interest  paid  by  the  bank  upon  its  last  issue  of  bonds. 
A  Joint-Stock  Bank  is  limited  in  its  bond  issue  to  fifteen  times 
its  capital  and  surplus. 

Among  the  restrictions  placed  on  these  banks  under  the  Act 
are  (1)  that  their  mortgages  must  provide  for  an  amortization 
system  of  repayment  such  as  is  prescribed  in  the  case  of  the 
loans  through  the  Federal  Land  Banks,  and  (2)  that  they  shall 
in  no  case  demand  or  receive  under  any  form  or  pretense  any 
commission  or  charge  not  specifically  authorized  by  the  Act  and 
approved  by  the  Farm  Loan  Board. 

The  bonds  of  the  Joint-Stock  Land  Banks  are  exempt  from 
taxation.    Their  capital  stock,  however,  is  not  exempt. 

General  Provisions 

The  law,  through  the  Farm  Loan  Board,  provides  the  neces- 
sary machinery  for  frequent  examinations  of  the  banks  and  the 
associations,  for  the  proper  cancellation  of  the  mortgages,  and 
for  the  safe  custody  of  mortgages  offered  as  security  for  bonds. 
When  any  mortgage  offered  as  security  for  bonds  is  withdrawn, 
the  bank  is  required  to  replace  the  security  with  other  mort- 
gages or  other  satisfactory  collateral. 

Heavy  penalties  of  fine  or  imprisonment,  or  both,  arc  imposed 
for  violation  of  the  Act,  malfeasance  in  office,  fraud,  embezzle- 
ment, defalcation,  or  other  illegal  practices. 


APPENDIX   B 
The  War  Finance  Corporation 

The  agrarian  interest  in  the  activities  of  the  War  Finance 
Corporation  began  in  the  latter  part  of  1920  when  the  markets 
for  agricultural  products  were  becoming  badly  demoralized. 
The  workings  of  this  corporation  have  only  been  a  matter  of 
general  comment  in  the  farm  press  since  the  passing  of  the 
Agricultural  Credits  Act,  August  24,  1921. 

The  following  extract  from  the  Fourth  Annual  Report  of  the 
War  Finance  Corporation,  November  20,  1921,  gives  a  brief  out- 
line of  its  previous  history. 

"Originally  created  as  a  war  agency,  as  its  name  implies,  the  War 
Finance  Corporation  was  empowered  by  the  Congress  in  March,  1919, 
to  assist  in  the  task  of  reconstruction  and  readjustment.  It  was 
authorized,  in  order  to  promote  commerce  with  foreign  nations  through 
the  extension  of  credits,  and  to  aid  in  the  transition  from  the  condi- 
tions of  war  to  the  conditions  of  peace,  to  make  advances  not  exceeding 
$1,000,000,000  to  American  exporters  and  American  banking  institu- 
tions for  the  purpose  of  financing  the  exportation  of  domestic  products. 
This  authority  was  exercised  until  May,  1920,  when  the  activities  of 
t  he  Corporation  were  suspended. 

"In  the  autumn  of  1920,  when  the  collapse  in  commodity  markets  be- 
came acute,  the  question  of  our  exports  again  became  a  matter  of 
general  interest;  and  the  Congress,  in  January,  1921,  adopted  the  fol- 
lowing joint  resolution  directing  that  the  activities  of  the  Corporation 
be  resumed : 

"That  the  Secretary  of  the  Treasury  and  the  members  of  t lie  War 
Finance  Corporation  are  hereby  directed  to  revive  the  activities  of  the 
War  Finance  Corporation,  and  that  said  Corporation  be  at  once  re- 
habilitated with  the  view  of  assisting  in  the  financing  of  the  exportation 
of  agricultural  and  other  products  to  foreign  countries." 

Cotton  is  our  principal  export  crop  and  this  was  given  the 
earliest  and  most  careful  attention. 

"Early  in  July  the  Corporation  agreed  to  make  an  advance  of  $5,000,- 
000  to  ;i  cooperative  association  in  Mississippi  to  finance  the  carrying 
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of  100,000  bales  of  long-staple  cotton  until  it  could  be  exported  in  an 
orderly  manner.  Under  the  terms  of  this  advance  the  association 
agreed  that  out  of  the  cotton  pledged  as  security  for  the  loan  it  would 
export  within  a  year  a  suflicient  quantity  to  repay  the  full  amount  of 
the  advance — the  cotton  to  be  held  in  American  warehouses  until  the 
time  was  opportune  for  export.  The  announcement  of  this  loan  stimu- 
lated considerable  interest,  and  within  a  short  time  the  Corporation 
authorized  advances  to  other  cooperative  associations  in  Texas,  Okla- 
homa, and  Arizona,  as  well  as  to  banking  institutions  in  the  South,  to 
assist  in  financing  large  quantities  of  cotton  for  export  in  a  similar 
manner." 

The  effect  of  this  financing  was  highly  satisfactory,  the  price 
of  cotton  became  stabilized,  mills  began  buying,  and  merchants 
began  to  buy  with  greater  confidence.  The  War  Finance  Cor- 
poration had  now  agreed  to  finance  1,000,000  bales  of  cotton  and 
it  was  quite  evident  that  the  War  Finance  Corporation  could  go 
much  further,  and  help  out  other  agricultural  commodities,  as 
well  as  railroad  equipment,  copper,  and  sugar  mill  machinery. 
The  plans  for  financing  cotton  and  other  products  are  sum- 
marized in  the  report  as  follows : 

( 1 )  For  prompt  shipment  against  deferred  payments. 

(2)  For  future  shipment  within  a  reasonable  time  against 
either  prompt  or  deferred  payments,  where  the  products  are 
under  a  definite  contract  of  sale. 

(3)  For  prompt  shipment  to  warehouses  in  foreign  distrib- 
uting points,  to  be  held  there  for  account  of  American  exporters 
and  bankers  for  marketing  out  of  warehouses. 

(4)  For  shipment  within  a  definite  period,  the  products  to  be 
held  in  warehouses  in  this  country  until  they  can  be  marketed 
abroad  in  an  orderly  manner,  the  applicant  to  give  definite  as- 
surance that  the  agricultural  products  pledged  as  security  for 
the  advance  will  be  exported,  before  the  maturity  of  the  ad- 
vance, to  an  aggregate  amount  (including  insurance  and  freight 
if  paid  by  the  exporter  to  domestic  insurers  and  carriers)  not 
less  than  the  amount  of  the  advance. 

Conditions  Among  Stockmen 

In  spite  of  this  aid  to  exporters  ami  dealers  in  agricultural 
products  it  soon  became  evident  thai  the  producers  themselves 
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Deeded  assistance.  The  markets  although  improving  were  con- 
siderably below  normal.  The  live  stock  men  were  in  particularly 
bad  shape.  Feeders  and  breeders  both  were  in  need  of  money 
and  were  ready  to  sell  "anything  that  wore  a  hide"  even  at  the 
sacrifice  prices  that  a  glutted  market  could  offer.  There  could 
be  no  permanent  export  trade  if  the  producer  himself  .should  be 
put  out  of  business. 

J.  E.  Poole,  one  of  the  best  writers  on  live  stock  market  con- 
ditions in  the  West,  visited  the  Chicago  yards  about  Sept.  1st 
of  the  past  year,  1021.     He  gives  his  impressions  as  follows: 

"Strolling  about  the  Chicago  yards  recently,  I  noticed  a  pen  of 
superb  Holstein  yearling  bulls.  The  owner  sat,  disconsolate,  on  the 
fence-top,  berating  conditions  in  general,  cattle  matters  in  particular. 
'They're  good  ones,'  I  suggested.  'Pure-breds,'  he  responded. 
'Every  one  has  a  pedigree.  But  up  in  our  part  of  Wisconsin  you  can't 
interest  a  dairyman  in  a  pure-bred  sire  nowadays,  with  the  milk  busi- 
ness so  badly  demoralized;  and,  as  the  local  butchers  wanted  to  steal 
'em,  I  thought  I'd  try  out  the  market.  But  ft1^  cents  is  the  hest  bid 
so  far,  and  it  looks  like  stealing  'em.' 

"Some  distance. away  I  ran  across  a  pen  of  fat  Angus  heifers,  good 
enough  to  call  for  $10.50  per  cwt.  They,  also,  were  pure-breds.  'I'm 
selling  them  because  they  realize  more  than  would  the  old  cows,  which 
I  can  keep  to  raise  more  calves,'  explained  the  owner,  John  Hubly, 
of  Mason  City,  111.,  who  a  year  ago  transported  the  N.  L.  Harrison 
Angus  herd  from  Roggen,  Colo.,  to  his  farm.  'I  intended  to  junk  the 
cows  and  keep  these  heifers  for  breeders,  hut  it  wouldn't  work  out  that 
way  this  year.' 

"Half  the  cattle  on  sale  were  headed  for  the  shambles  prematurely. 
Over  from  the  stocker  division  trooped  a  procession  of  decently  bred 
yearlings.  The  owner,  a  speculator,  had  bought  them  early  in  the 
week,  in  expectation  of  selling  them  to  a  feeder;  but  in  the  stocker 
alleys  a  bid  was  rare.  'Guess  the  country  has  gone  broke.  Let  the 
first  killer  that  opens  his  mouth  have  them.'  A  few  minutes  later 
they  went  the  beef  route  at  $7  per  cwt." 

Lack  of  buying  power  on  the  part  of  feeders  was  only  one 
cause  of  a  dull  market.  A  commission  man  said,  "Three  out  of 
five  of  my  customers  putting  up  the  stock  cattle  proposition  to 
me  just  now  want  the  full  purchase  price  advanced  and  I  simply 
cannot  raise  the  money."     Packers  were  asked  to  finance  the 
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feeding  of  sheep,  but  were  unwilling  to  do  so.  Western  ewes 
in  fat  shape  were  on  the  market  at  $2.50-$2.75  and  hard  to  sell. 
According  to  a  Texas  correspondent,  August  18,  bankers  were 
refusing  to  renew  cattle  paper,  and  refusing  loans  on  new  feeder 
stock.  Stock  that  was  being  sold  on  the  market  failed  sometimes 
to  bring  the  amount  that  the  banks  had  loaned  on  them.  In 
most  cases  the  banks  were  demanding  the  full  repayment  on 
their  loans,  leaving  the  cattlemen  nothing  to  finance  their  own 
operations  for  the  coming  year.  The  feeders  not  being  able  to 
buy,  this  forced  the  producers  to  sell  on  a  killers'  market  for 
what  the  packers  would  pay. 

Need  of  New  Form  of  Credit 

The  banks  were  not  to  blame  for  this  condition.  Many  of 
them  had  advanced  money  the  previous  season  to  stockmen  and 
feeders  who  were  unable  to  repay  their  loans.  There  seemed 
to  be  no  assurance  that  the  approaching  feeding  season  would 
be  any  more  profitable  than  the  last. 

The  real  need  of  the  stockman  was  for  a  form  of  credit  that 
would  give  him  more  time  than  the  ordinary  six  months'  credit 
furnished  by  the  banks  under  the  Federal  Reserve  Act.  Six 
months'  credit  is  ample  for  the  average  steer  feeder,  but  affords 
very  little  satisfaction  to  the  man  who  wants  to  buy  breeding 
stock.  It  requires  three  or  four  years  from  the  time  breeding 
heifers  are  purchased  until  there  are  steers  or  other  produce  for 
sale  from  them.  The  Federal  Farm  Loan  Banks  will  lend  for  no 
shorter  period  than  five  years,  and  only  on  a  first  mortgage.  Mr. 
Herbert  Quick  said: 

"If  any  farmer  needs  money  on  farm  mortgage,  the  Federal  Farm 
Loan  Ad  provides  a  way  for  him  to  gel  it.     If  he  wants  it  on  personal 

credit,  for  six  months  or  less,  the  Federal  Reserve  System  provides  ii 
through  the  banks  except  for  one  class  of  loans.  These  loans  are  cattle 
loans.  A  man  cannot  build  up  a  herd  of  cattle  on  six  months'  paper 
with  safety.  lie  needs  at  least  three  years.  If  he  borrows  for  six- 
months  at  a  time,  and  depends  on  renewals  he  may  he  pinched  by  the 
whims  or  the  necessities  or  the  greed  of  his  creditor  at  any  time. 
"I  have  known  men  to  he  ruined  in  trying  to  build  up  herds  on  this 

system   of  renewals  every  six    months.      The  Cattle   hnsiness   in    both    beef 

ami  dairy  branches  calls  lor  something  other  than  the  federal  Reserve 
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System  can  give.  .Many  farmers  have  their  land  already  mortgaged. 
To  them  the  Federal  Farm  Loan  System,  having  once  been  used,  cannot 
be  used  again.  And  they  need  personal  credit  as  much  as  do  their 
unmortgaged  neighbors.     Many  men  needing  loans  Eor  periods  Longer 

than  six  months  do  net  want  to  mortgage  their  farms  for  them.  They 
need  long-time  persona]  credit.  Tenant  fanners,  many  of  whom  enjoy 
excellent  credit  at  the  banks,  have  no  land  to  mortgage.  Cattle  raising 
is  only  the  most  obvious  instance  of  crying  need.  How  about  many 
other  things  (like  underdrainage)  which  will  pay  themselves  out  in  a 
few  years  but  which  cannot  be  handled  on  the  basis  of  their  bringing 
in  their  cost  within  six  months?"1 

The  following  extracts  from  the  War  Finance  Corporation 
Act  as  amended  by  the  Agricultural  Credits  Act  of  August  24, 
1921,  give  the  main  features  of  the  act  as  it  applies  to  the  financ- 
ing of  agriculture. 

Title  I. — War  Finance  Corporation 

"That  the  Secretary  of  the  Treasury,  the  Secretary  of  Agriculture 

and  four  additional  persons  (who  shall  be  the  directors  first  appointed 
as  hereinafter  provided),  are  hereby  created  a  body  corporate  and 
politic  in  deed  and  in  law  by  the  name,  style,  and  title  of  the  "War 
Finance  Corporation"  (herein  called  the  Corporation),  and  shall  have 
succession  for  a  period  of  ten  years:  Provided,  That  except  as  other- 
wise provided  by  this  Act  the  Corporation  shall  not  exercise  any  of 
the  powers  conferred  by  this  Act  except  such  as  are  incidental  to  the 
liquidation  of  its'  assets  and  the  winding  up  of  its  affairs,  after  July 
1,  1922. 

"Sec.  2.  That  the  capital  stock  of  the  Corporation  shall  be  $500,000,- 
000  all  of  which  shall  be  subscribed  by  the  United  States  of  America. 

"Sec.  3.  That  the  management  of  the  Corporation  shall  be  vested 
in  a  boai'd  of  directors,  consisting  of  the  Secretary  of  the  Treasury, 
who  shall  be  chairman  of  the  board,  and  four  other  persons,  to  be 
appointed  by  the  President  of  the  United  States,  by  and  with  the 
advice  and  consent  of  the  Senate. 

"Sec.  12.  That  the  Corporation  shall  be  empowered  and  authorized 
to  issue  and  have  outstanding  at  any  one  time  its  notes  or  bonds  in  an 
amount  aggregating  not  more  than  three  times  its  paid-in  capital, 
such  notes  or  bonds  to  mature  not  less  than  six  months  nor  more  than 
five  years  from  the  respective  dates  of  issue,  and  may  be  redeemable 

i  Country  Gentleman,  April   15,   1922. 


WAR  FINANCE  CORPORATION  207 

before  maturity  at  the  option  of  the  Corporation,  as  may  be  stipulated 
in  such  notes  or  bouds,  and  to  bear  such  rate  or  rates  of  interest  as 
may  be  determined  by  the  board  of  directors,  but  such  rate  or  rates  of 
interest  shall  be  subject  to  the  approval  of  the  Secretary  of  the 
Treasury. 

"Sec.  16.  That  any  and  all  bonds  issued  by  the  Corporation  shall 
be  exempt,  both  as  to  principal  and  interest,  from  all  taxation  now 
or  hereafter  imposed  by  the  United  States,  or  by  any  local  taxing 
authority,  except  (a)  estate  or  inheritance  taxes,  and  (b)  graduated 
additional  income  taxes,  commonly  known  as  surtaxes,  and  excess- 
profits  and  war-profits  taxes,  now  or  hereafter  imposed  by  the  United 
States,  upon  the  income  or  profits  of  individuals,  partnerships,  corpora- 
tions, or  associations. 

"Sec.  21.  That  the  Corporation  shall  be  empowered  and  authorized, 
in  order  to  promote  commerce  with  foreign  nations  through  the  exten- 
sion of  credits,  to  make  advances  upon  such  terms,  not  inconsistent 
with  the  provisions  of  this  section,  as  it  may  prescribe,  for  periods  not 
exceeding  five  years  from  the  respective  dates  of  such  advances. 

"(1)  To  any  person,  firm,  corporation,  or  association  engaged  in 
the  business  in  the  United  States  of  exporting  therefrom  domestic 
products  to  foreign  countries,  if  such  person,  firm,  corporation,  or  asso- 
ciation is,  in  the  opinion  of  the  board  of  directors  of  the  Corporation, 
unable  to  obtain  funds  upon  reasonable  terms  through  banking 
channels. 

"(2)  To  any  bank,  banker,  or  trust  company  in  the  United  States 
which  after  this  section  takes  effect  makes  an  advanee  to  any  such 
person,  firm,  corporation,  or  association  for  the  purpose  of  assisting 
in  the  exportation  of  such  products. 

"Sec.  24.  Whenever  in  the  opinion  of  the  board  of  directors  of  the 
Corporation  the  public  interest  may  require  it,  the  Corporation  shall 
be  authorized  and  empowered  to  make  advances  upon  such  terms  no! 
inconsistent  with  this  Act  as  it  may  determine  to  any  bank,  banker, 
or  trust  company  in  the  United  States,  or  to  any  cooperative  associa- 
tion  of  producers  in  the  United  States  which  may  have  made  advances 
for  agricultural  purposes,  including  the  breeding,  raising,  fattening, 
and  marketing  of  live  stock,  or  may  have  discounted  <>r  rediscounted 
notes,  drafts,  bills  of  exchange  or  other  negotiable  instruments  issued 

for   such   purposes.      Such   advance   or    advj es    may    be    made    upon 

promissory  note  or  notes,  or  other  instrument    or  instruments,   in   smli 
form  as  to  impose  on  .(lie  borrowing  bank,  banker,  trust   company,  or 
cooperative  association  a  primary  and    unconditional   obligation   to   re 
pay  the  advance  at  maturity  with    interest    as   stipulated    therein,   ami 
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shall  be  fully  and  adequately  secured  in  each  instance  l>\  indorsement, 
guaranty,  pledge,  or  otherwise  Such  advances  may  be  made  for  a 
period  not  exceeding  one  year  and  the  Corporation  may  from  lime  to 
time  extend  the  time  of  payment  of  any  such  advance  through  re- 
newals, substitution  of  new  obligations  or  otherwise,  bul  the  time  for 
the  payment  of  any  such  advance  shall  not  be  extended  beyond  three 
years  from  the  date  upon  which  such  advance  was  originally  made. 
The  aggregate  of  advances  made  to  any  bank,  banker,  trust  company, 
or  cooperative  association  shall  not  exceed  the  amount  remaining  un- 
paid of  the  advances  made  by  such  bank,  banker,  trust  company,  or 
cooperative  association  for  purposes  herein  described. 

"The  Corporation  may.  in  exceptional  cases,  upon  such  terms  not  in- 
consistent with  this  Act  as  it  may  determine,  purchase  from  domestic 
banks,  hankers,  or  trust  companies,  notes,  drafts,  bills  of  exchange, 
or  other  instruments  of  indebtedness  secured  by  chattel  mortgages,  ware- 
house receipts,  bills  of  lading,  or  other  instruments  in  writing  convey- 
ing or  securing  marketable  title  to  staple  agricultural  products,  includ- 
ing live  stock.  The  Corporation  may  from  time  to  time,  upon  like 
security,  extend  the  time  of  payment  of  any  note,  draft,  bill  of  ex- 
change, or  other  instrument  acquired  under  this  section,  but  the 
time  for  payment  of  any  such  note,  draft,  bill  of  exchange,  or  other 
instrument  shall  not  be  extended  beyond  three  years  from  the  date  upon 
which  such  note,  draft,  bill  of  exchange,  or  other  instrument  was 
acquired  by  the  Corporation. 

"Sec.  25.  The  aggregate  amount  of  all  advances  made  under  sections 
21,  22,  and  24,  and  of  all  notes,  drafts,  bills  of  exchange,  or  other 
securities  purchased  under  section  24  remaining  unpaid,  shall  not  at 
any  one  time  exceed  $1,000,000,000. 

"Sec.  28.  No  person,  bank,  banker,  or  trust  company  receiving 
money  under  the  provisions  of  this  Act  shall  loan  such  money  at  a 
rate  of  interest  greater  than  2  per  centum  per  annum  in  excess  of  the 
rate  of  interest  charged  or  received  by  the  Corporation  upon  such 
money." 

One  of  the  noteworthy  facts  about  the  operation  of  this 
Agricultural  Credits  Act  is  the  rapidity  with  which  the  finan- 
cial machinery  of  the  country  was  mobilized  to  handle  this 
$1,000,000,000  loan.  Quick  work  was  necessary  if  the  stock 
feeding  industry  "was  to  receive  any  real  benefit.  The  War 
Finance  Corporation  could  not  deal  with  individual  borrowers. 
To  expedite  matters  Agricultural  Loan  Agencies  were  established 
in  33  agricultural  and  live  stock  districts  including  Chicago, 
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Minneapolis,  Helena,  Spokane,  Portland,  Ore.,  San  Francisco, 
Los  Angeles,  Salt  Lake  City,  Cheyenne,  Denver,  Kansas  City. 
Omaha,  Boise,  Ida.,  St.  Louis,  Oklahoma  City,  New  Orleans, 
Atlanta,  Chattanooga,  Little  Rock,  Fort  Worth,  Louisville, 
Albuquerque,  Columbus,  Ohio,  Des  Moines,  Detroit  and  Indian- 
apolis. Men  who  had  experience  and  ability  in  financial  mat- 
ters and  who  had  in  addition  a  knowledge  of  agricultural  affairs 
were  selected  for  these  agencies.  The  purpose  and  work  of  the 
agencies  is  given  below  in  the  announcement  of  the  War  Finance 
Corporation,  Sept.  17,  1921. 

"The  agencies  will  make  recommendations  to  the  hoard  of  directors 
of  the  Corporation  on  each  application,  which  will  give  the  directors 

the  benefit  of  their  judgment  and  knowledge  of  local  conditions.  In 
connection  with  requests  for  advances  to  cooperative  associations  of 
producers,  applications  will  be  sent  direct  to  the  War  Finance  Corpora- 
tion, Washington,  for  action  and  not  through  the  agencies.  Likewise 
in  the  case  of  banks,  located  in  districts  where  Agricultural  Loan 
Agencies  have  not  been  established,  applications  will  he  addressed 
directly  to  the  Corporation  at  Washington.  Under  the  terms  of  the 
act  any  reputable  and  responsible  financial  institution  with  resources 
adequate  to  the  undertaking  contemplated  may  become  a  borrower  pro- 
vided the  financial  institution  has  itself  made  advances  for  agricultural 
purposes,  and  the  total  advance  which  may  be  made  to  any  one  appli- 
cant is  limited  to  the  aggregate  of  any  outstanding  advance  made  by  it 
for  agricultural  purposes." 

How  Loans  are  Made 

For  illustration  of  how  loans  are  handled,  the  cattle  industry 
will  be  taken  as  an  example.  Some  interesting  information  was 
obtained  in  a  pamphlet  recently  published  by  the  Security  Trust 
and  Savings  Co.  of  Los  Angeles,  entitled,  "The  Cattle  Industry 
of  the  Southwest." 

"The  cattle  industry  is  financed  both  by  hanks,  which  make  loans 
directly  to  stock  raisers,  and  by  privately-operated  loan  associations, 
which  purchase  and  endorse  cattle  paper  Eor  rediscount  through  the 
banks.  A  cattle  loan  is  secured  by  the  promissory  note  of  the  bor- 
rower, together  with  a  chattel  mortgage  on  his  livestock  and  equip 
ment,  and  sometimes  by  a  mortgage  on   his  real  estate. 

"In  the  stock  raising  regions  of  the  Middle  West,  financing  through 
I,, an   associations    i.-   undertaken    extensively    by    large    packing   cum 
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panics,  who  are  interested  in  keeping  the  industry  in  a  healthy  condi- 
tion to  the  end  that  there  may  be  a  steady  flow  of  livestock  to  the 
packing-houses*  In  Southern  California  and  Western  Arizona  cattle 
loan  associations  have  recently  appeared.  Cattlemen  have  heretofore 
relied  almost  entirely  upon  hank  loans  and  upon  money  advanced  by 
private  individuals. 

'•In  the  past  lew  years  a  comparatively  small  number  of  cattle  loan 
associations  have  begun  business  in  Southern  California,  with  offices  at 
Los  Angeles.     Most  of  them  are  closely  allied  with   packing  interests. 

"These  cattle  loan  associations  have  come  into  existence  mainly  on 
account  of  the  difficulties  experienced  by  cattlemen  in  securing  bank 
loans.  Hanks  have  been  proverbially  cautious  in  accepting  cattle  paper. 
Livestock  security  is  necessarily  of  changing  value,  inspection  is  dif- 
ficult and  expensive,  renewals  are  usually  requested,  and  enterprises  too 
often  of  a  speculative  nature. 

"Meat-packing  companies  have  encouraged  and  assisted  the  incorpo- 
ration of  cattle  loan  associations  in  stock  raising  centers,  for  the  better 
financing  of  the  industry.  These  associations  on  the  whole  develop 
highly  efficient  organizations.  The  officers  ordinarily  include  practical 
cattlemen  and  experienced  livestock  buyers,  who  are  familiar  with  every 
angle  of  the  industry.  Stockmen  actively  engaged  in  raising  cattle  are 
made  managing  directors,  inspectors  are  appointed  in  the  range  dis- 
tricts, and  accurate  records  of  pasturage  and  weather  conditions, 
quality  of  breeds,  and  prevalence  of  disease  are  collected,  with  other 
information  of  interest  to  the  business.  Through  such  organizations 
cattle  loan  associations  are  equipped  to  render  valuable  service  both 
to  cattlemen  and  to  the  community. 

"The  method  of  making  loans  to  cattlemen  by  banks  and  loan  asso- 
ciations is  fairly  uniform.  The  prospective  borrower  files  a  written 
application  accompanied  by  a  sworn  statement  of  his  financial  condi- 
tion. The  statement  includes  a  description  of  the  stock  which  he 
proposes  to  offer  as  collateral,  his  facilities  for  taking  care  of  them, 
real  estate  owned  or  leased,  and  outstanding  mortgages  or  obligations. 
The  bank  or  loan  association  checks  up  on  this  statement  by  private 
inquiries,  and  county  records  are  examined  to  determine  whether  the 
applicant's  are  correct  as  to  outstanding  obligations.  A  cattle  in- 
spector is  then  sent  out  to  count  and  examine  the  borrower's  stock. 
He  reports  as  to  quality  of  breeds,  condition  of  pastures,  facilities  for 
taking  care  of  the  stock,  and  the  general  reputation  and  ability  of 
the  applicant.  If,  upon  receipt  of  the  inspector's  report,  the  loan  is 
granted,  the  borrower  is  required  to  sign  a  promissory  note  for  the 
amount  advanced,  and  to  execute  a  chattel  motgage  on  1  lie  stock  and 
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its  increase,  feed  on  hand,  and  sometimes  on  equipment  and  real  estate. 
Although  banks  and  the  more  conservative  loan  associations  refuse  to 
loan  more  than  from  50%  to  75%  of  the  value  of  stock  given  as 
collateral,  less  careful  associations  consider  that  an  ample  margin  of 
safety  lies  in  the  probable  increase  of  the  herds,  i.  e.,  in  birth  of  calves 
and  increase  in  weight  of  steers. 

"Cattle  paper  is  self-liquidating.  It  is  short-term  paper  and  when 
endorsed  by  reliable  cattle  loan  associations  becomes  good  'two-name' 
paper.  It  should  therefore  enjoy  a  high  degree  of  liquidity.  Loan 
associations  dealing  in  cattle  paper  may  handle  large  amounts,  running 
into  the  millions  of  dollars  annually,  with  comparatively  small  work- 
ing capital.  When  these  associations  grant  loans  which  are  too  large 
for  discount  through  any  one  bank,  such  loans  are  parceled  out  among 
several  banks. 

"The  peaks  of  activity  in  cattle  loan  discounts  are  reached  in  the 
spring  and  fall  seasons  of  the  year.  Cattlemen  usually  need  money 
for  the  purchase  of  new  stock  for  the  ranges  in  April  and  May.  Hold- 
ers of  leased  ranges  ordinarily  pay  their  rent  in  the  fall.  This  is  also 
the  usual  time  for  settlement  of  ordinary  bills  for  groceries,  feed  and 
supplies." 

"At  the  outset  of  operations  under  the  War  Finance  Corporation 
amendment,  Colorado  apparently  preferred  to  try  its  own  resources 
already  organized  in  regard  to  getting  these  moneys  to  the  needy  banks 
and  husbandmen.  Banks,  trust  companies,  and  cattle-loan  companies 
already  organized,  it  was  believed,  would  serve  as  ample  conduits  for 
the  flow  of  many  millions  of  beneficial  capital.  It  soon  became  appar- 
ent, however,  that  most  of  these  institutions,  rather  than  lead  in  more 
capital,  were  inclined  to  sidestep  further  the  responsibility  in  the  matter 
of  outfitting  the  grower  with  funds.  The  2  per  cent  margin  offered  by 
the  government  failed  to  induce  business.  Some  banks  utilized  the 
law  to  good  effect;  others  grew  discouraged  over  what  they  termed  the 
volume  of  red  tape;  still  others,  too  bewildered  to  work  anything  out 
of  the  proposition,  'laid  down'  on  the  job.  Some  of  the  cattle-loan 
companies  found  that  to  extend  themselves  further  into  loans  on  their 
slender  capital  was  impolitic,  eastern  correspondents  being  inclined  to 
call  at  once  for  payment  on  papers  theretofore  issued  and  held  by 
them." 

'•With  more  than  three  months  gone  by  since  the  amendmeni  was 
enacted,  not  much  over  $100,000,000  of  this  great  fund  of  $1,000,000,000 
had  been  disseminated  in  this  country.  In  Colorado,  by  December  1, 
not  over  two  and  one-half  million   has  been   paid  or  authorized   from 
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Washington  for  the  state  mower.  Somehow  the  machinery  for  the 
dissemination  of  this  cash  had  failed  to  function. 

"Wyoming  and  Utah  had  proceeded  immediately  to  the  creation  of 
a  loan  company  of  state-wide  capitalization  which  should  function 
as  the  main  agency  in  getting  loans  to  the  government. 

••The  Live-Stock  Finance  Corporation  of  Colorado  is  here  now,  but 
it  was  sadly  missing  during  those  weeks  when  all  eyes  were  cast  upon 
the  hanks  and  trust  companies,  etc.,  as  the  mediums  which  undoubtedly 
would  see  the  opportunity  of  a  lifetime  and  grasp  in  these  millions. 
Bankers  and  other  interests  at  the  Denver  Onion  Stock-Yards  saw 
at  last  that  it  was  useless  to  wait,  and  hurried  the  organization  into 
shape.  It  is  now  in  the  course  of  placing  its  capital  stock  among 
the  banks  of  Colorado  on  ratios  measured  by  5  per  cent  id"  the  capital 
stock  of  those  institutions.  The  Denver  Live-Stock  Exchange  has  accel- 
erated the  disposal  of  its  shares  by  underwriting  $100,000." 

"The  Hankers  Loan  Company  was  organized  early  last  October  to 
procure  loans  from  the  War  Finance  Corporation  for  live  stock  men 
secured  by  chattel  mortgages  on  live  stock.  It  was  incorporated  pri- 
marily for  the  purpose  of  keeping  names  of  banks  off  tbe  back  of 
paper  so  that  their  credit  could  be  used  for  other  purposes.  It  is 
owned  by  tbe  sheep  men  and  cattle  men  of  this  intermountain  country. 

"We  have  handled  or  are  handling  675  applications  for  loans  in- 
volving a  total  of  $3,027,000.  The  average  application  is  $4,548.  We 
have  only  received  cash  on  8  loans  aggregating  $100,000,  but  expect 
to  get  money  mucb  more  rapidly  now  our  machinery  is  in  shape.  By 
July  1st  we  anticipate  that  we  will  bave  secured  $10,000,000  for  the 
live  stock  interests  of  the  intermountain  country  at  a  rate  of  7x/2  per 
cent  or  less,  with  tbe  assurance  that  if  they  keep  their  flocks  and  herds 
up  to  standard  they  can  bave  tbe  money  for  three  years  or  they  can 
pay  it  tbe  next  day  if  they  want  to. 

"Applications  should  come  through  the  banks,  preferably  the  bank 
of  which  the  applicant  is  a  regular  customer.  Real  estate  might  be 
taken  as  security  but  that  had  not  been  necessary.  Loans  were  made 
to  the  extent  of  60  to  80  per  cent  on  ewes  usually  $5  to  $7.50  per 
head.  Single  loans  would  be  made  up  to  $100,000.  Inspection  charges 
were  made  at  actual  cost.  Inspectors  are  paid  by  tbe  day  at  the  rate 
of  >250  a  month,  plus  expenses,  and  we  never  send  one  out  unless  we 
have  from  5  to  50  applications  for  him  to  take  out,  and  then  we  divide 
up  tbe  cost.  One  man  kicked  about  the  inspection  charge  on  bis  loan. 
I  looked  it  up  and  found  be  bad  received  a  $30,000  loan  with  an 
inspection  charge  of  $22.50.  Inspections  of  herds  were  made  every 
(J  months." 


WAR  FINANCE  CORPORATION  303 

Interest  Rates  on  Loans 

"The  War  Finance  Corporation  announced  on  Nov.  3,  that  it  had 
reduced  its  interest  rates  on  advances  to  banks  for  agricultural  or  live 
stock  purposes  under  Sec.  24  of  the  War  Finance  Corporation  act, 
from  5y2  to  5  per  cent  on  all  advances  maturing  in  6  months  or  less, 
without  the  privilege  of  renewal,  and  on  all  other  advances  to  banks 
for  agricultural  or  live  stock  purposes  under  Sec.  24  of  War  Finance 
Corporation  Act  from  6  per  cent  to  5y2  per  cent." 

Banks  were  not  allowed  to  charge  over  2  per  cent  above  these 
rates  to  cover  cost  of  handling  the  loan.  It  was  rumored  that 
in  some  cases  banks  were  charging  more. 

Obtaining  Loans 

Blanks  on  which  applications  for  advances  could  be  made  were 
to  be  obtained  from  either  the  local  Agricultural  Loan  Agency 
of  the  War  Finance  Corporation,  the  nearest  Federal  Reserve 
Bank  or  Branch  Bank,  or  from  the  Live  Stock  Finance  Cor- 
poration if  there  was  one  in  the  state.  The  following  is  a  list 
of  the  forms  required. 

Form  A.  Application  for  Advance. 

Form  B.  Schedule  of  Agricultural  Loans  made  by  Bank. 

Form  Ba.  List  of  Collateral  offered  as  Security. 

Form  C.  Resolution  of  Board  of  Directors. 

Form  D.  Certificate  of  Names  of  Bank  Officials. 

Form  E.  Form  of  Obligation  (Promise  to  pay). 

Form  F.  Report  on  Condition  of  Bank. 

Form  G.  Financial  Statement  of  Farmer. 

Form  II.  Financial  Statement  of  Merchant. 

Form  I.  Opinion  of  Counsel  for  Applicant. 

Form  J.  Certificate  of  Agricultural  &  Live  Stock  Agency. 

This  may  seem  like  a  lot  of  red  tape  but  as  \V.  \V.  Armstrong, 
the  banker  previously  mentioned,  stated  in  his  address,  "It  is 
good  red  tape.  You  do  not  want  any  loan  made  by  the  War 
Finance  Corporation  that  is  not  perfectly  safe  and  thai  will  no1 
be  repaid.  If  conservatism  and  red  tape  will  save  the  good  name 
of  this  intermountain  let  us  have  them  Wrapped  all  round  it." 


304  BANK  CREDIT  AND  AGRICULTURE 

Some  Sample  Loans  Made  to  Exporting  and  Cooperative  Con- 
cerns by  the  War  Finance  Corporation 
The  following  were  reported  by  the  Commercial  &  Financial 

Chronicle,  Nov.  5,  12,  19,  1921. 

Nov.     1.     $1,000,000  to  Louisiana  concern  for  exporting  wheat 
and  cotton. 
1.     $500,000   to  Louisiana   concern    for   exporting  wheat 
and  cotton. 
"        1.     $955,393  for  live  stock  in  various  states. 
"        2.     $300,000  to  Cooperative  Association  in  California  on 

canned  fruits  and  vegetables. 
"        7.     $1,000,000  to  a   cooperative  concern   in  Arkansas  on 
rice. 
9.     $1,250,000  to   cooperative   concern   in   California   on 

rice. 
4.     $250,000  to  exporter  to  finance  export  of  tobacco  to 

China. 
4.     $18,640  to  exporter  to  finance  exportation  of  sugar 

mill  machinery  to  South  Africa. 
4.     $300,000  to  export  tobacco  to  Great  Britain. 
"      15.     $500,000  to  export  agricultural  machinery  to  France. 
"      14.     $4,150,000  to  finance  sugar  beets  in  Idaho  and  Utah. 

How  the  War  Finance  Corporation  Aids  Cooperative  Concerns 
(Commercial  &  Financial  Chronicle,  Mar.  4,  1922.) 

Advance  by  War  Finance  Corporation  to  Blrley  Tobacco 

Growers  Association,  March  4,  Commercial  & 

Financial  Chronicle 

The  War  Finance  Corporation  announced  Feb.  20  that  it  had 
approved  the  formal  petition  of  the  Burley  Tobacco  Growers' 
Association  of  Lexington,  Ky.,  for  an  advance  of  not  exceeding 
$10,000,000. 

"The  Burley  Tobacco  Growers  Association  was  stated  to  be  the 
largest  cooperative  marketing  association  in  the  United  States  having 
approximately  55,000  members  and  controlling  close  to  200,000,000 
pounds  of  Burley  Tobacco." 
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The  Cincinnati  Enquirer,  Dec.  24,  1921,  said  in  regard  to  the 
organization  and  plans  of  financing : 

"Arrangements  would  have  to  be  made  for  banks  to  borrow  money 
with  which  to  pay  the  Burley  Growers  their  50  per  cent  of  the  value  of 
tobacco  placed  in  the  association  warehouse. 

"It  is  expected  the  total  storage  will  amount  to  200,000,000  lbs.  and 
that  between  135  and  150  warehouses  will  have  been  turned  over  to 
the  Association  by  the  time  it  will  become  necessary  to  negotiate  the 
loans.  It  was  intimated  that  the  preliminary  financing  would  require 
from  $5,000,000  to  $8,000,000.  This  money  will  go  to  the  Burley 
Growers  as  a  fund  upon  which  they  can  draw  when  they  are  given 
the  warehouse  receipts  for  the  tobacco  turned  over  to  the  Burley  Pool. 
The  farmers  in  the  four  districts  of  the  Association  will  deliver  their 
tobacco  to  the  association  warehouses  and  receive  a  receipt  for  it. 

"After  the  tobacco  has  been  received,  the  warehouse  will  be  closed 
for  a  period  of  ten  days  or  more,  during  which  the  tobacco  will  be 
graded,  dried,  prized  and  stored.  When  that  is  accomplished  the  indi- 
vidual farmer  will  be  given  his  regular  warehouse  receipt  on  which  is 
specified  the  number  of  pounds  of  each  grade  that  he  has  turned  over 
to  the  Burley  Association. 

"The  warehouse  receipt  is  in  the  form  of  an  inland  trade  acceptance 
representing  50  per  cent  of  the  graded  in  or  appraised  value  of  the 
tobacco.  The  farmer  can  take  this  to  the  bank  where  he  will  be  able 
to  discount  it  at  the  current  discount  rates  of  his  bank.  The  remainder 
of  his  money  will  be  paid  when  the  tobacco  is  sold." 

Report  of  Wab  Finance  Corporation   Up  to  Feb.  4,   1W1> 
Advances  to  Assist  in  Financing  Exports. 

Grain     $  5,209,810.69 

Tobacco 3,601,369.77 

Cotton  M:{.r>7-2.:i7.i.-21 

Canned  fruits   -loo.ooo.OO 

Moat  products   1 ,000,000.00 

Condensed  milk 1,000,000.00 

Textile  products  ..'. 250,000.00 

Sheet  steel  180,000.00 

Copper    145,000.00 

Sugar  mill  machinery  170,966.36 

Agricultural  machinery 600,000.00 

Railroad  equipment  . ! 2,925,000.00 

Lumber     .!.. 1,000,000.00 

Total $50,245,120.03 
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Advances  for  "Agricultural  and  Livestock  purposes." 
( Under  Section  '24.) 

A     To  Banking  Institutions 
(;i  |   By  commodil ics 

Cotton $23,404^200.52 

Grain     21,290,189.31 

Live  stock    49,641,606.95 

Sugar  beets   9,796,000.00 

Rice            2,500,000.00 

Canned  fruits   300,000.00 

Dried  fruits   1, -250,000.00 

Peanuts    1,097,000.00 

General  agriculture    03,546,169.50 

Total    $202,825,166.28 

(b)    By  States    (36) 

Iowa    ' $19,591,389.37 

North  Dakota    12,460,456.16 

Texas     12,313,493.14 

South  Dakota    10,587,649.50 

I  tah    10,099,225.00 

Nebraska     8,699,473.77 

Minnesota     7,800,558.90 

Soul  h  ( iarolina   7,006,678.46 

Missouri    6,702,710.44 

Montana      6,522,592.50 

Wyoming    6,006,364.38 

Colorado   4,531,476.81 

Georgia 4,439,500.00 

Illinois    3,943,000.00 

Kansas    3,895,988.15 

North  Carolina   3,562,500.00 

New  Mexico  3,561,359.50 

Wisconsin   3,235,500.00 

Oregon     2,902,012.06 

Arizona   2,433,000.00 

Idaho     2,047,618.00 

Virginia    1,727,700.00 

Oklahoma   1,785,244.96 

California     1,535,011.56 

Louisiana   1,399,399.77 

Tennessee    1,094,500.00 

Mississippi   867,838.19 

Ohio     734,806.00 

.Yew  York 600,000.00 

Florida      645,000.00 

Indiana 596,000.00 

Kentucky    346,388.56 

Nevada  * 248,000.00 

Arkansas    1 16,000.00 

Alabama 66,300.00 

Total   $154,438,050.00 

B     To  Cooperative  Institutions 

Arizona $  1 ,200,000.00 

Arkansas    1,250,000.00 
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California     $2,800,000.00 

Idaho     962,355.66 

Minnesota     15,000,000.00 

Oklahoma  6,000,00(1. 00 

Tennessee    5,060,060.29 

Texas    9,787,566.50 

Virginia    1,000,000.00 

\\  ashington    5,-2H7,S.;:'..ti;> 

Total    $48,387,816.10 

C     Summary 

To  Cooperative  Institutions   $  53,650,000.00 

"  Banking  &  Financing  Institutions   190,560,277.42 

"  Exporters   8,960,708.89 

1  Total     .$253,070,080.31 


It  will  be  seen  that  some  of  the  totals  do  not  seem  to  coincide 
with  others.    This  is  due  to  refunds  and  other  changes. 


Conclusions 

1.  Long  time  personal  credit  is  badly  needed  by  agricultural 
interests  to  fill  in  the  gap  between  the  six  month  paper  allowed 
by  the  Federal  Reserve  Banks,  and  the  five  year  minimum  of  the 
Federal  Farm  Loan  System. 

2.  Cattle  paper  is  safe  if  based  on  proper  methods  of  in- 
spection and  valuation,  and  should  be  used  to  a  greater  extent 
than  at  present. 

3.  The  War  Finance  Corporation  was  badly  needed  at  the 
time  it  was  put  into  operation,  and  has  done  a  great  deal  to 
save  the  owners  of  agricultural  produce  from  having  to  sell  at 
unreasonably  low  prices  on  a  disorganized  market. 

4.  A  permanent  live  stock  loan  system  should  be  put  in 
operation  to  take  the  place  of  the  War  Finance  Corporal  ion 
when  it  is  dissolved. 

5.  Confidence  was  needed  even  more  than  cash.  Only  about 
25  per  cent  of  the  available  funds  have  been  used. 

"The  very  existence  of  the  corporation  has  tended  to  inspire  confl 
dence,    has   opened    np  other  avenues   of  Credit,   ami    h;is    facilitated    the 

1  Professor  C.  I.  Bray  of  Colorado  State  College  assisted  in  the  prepare 

tion  of  this  report. 
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financing  of  transactions  tbrougb  the  usual  channels  .  .  .  The  ex- 
perience of  the  corporation  lias  been  thai  wherever  it  has  lent  <>r  agreed 
to  lend  a  dollar,  it  has  produced  confidence  to  such  an  extent  (hat 
Others  were  willing   to  lend   many  dollars." 

(Fourth  Annual  Report.    War  Finance  Corporation.) 

G.  Credit  of  this  kind  will  not  do  any  harm  unless  overdone. 
No  good  can  be  done  by  allowing  goods  to  be  dumped  on  bad 
markets,  when  the  buying  public  does  not  want  the  goods. 

7.  A  distinction  should  be  made  between  "elastic"  credits 
and  "inflated"  credits.  Elastic  credits  that  are  available  in 
ease  of  financial  stringency  are  the  best  check  against  hard 
times,  and  can  be  liquidated  gradually  as  times  get  better. 

8.  The  War  Finance  Corporation  will  undoubtedly  retard  the 
decline  of  prices  to  normal  levels,  but  it  will  also  do  a  great  deal 
of  good  by  creating  confidence  and  act  somewhat  as  a  shock 
absorber  through  the  adjustment  period. 


APPENDIX  C 
The  Credit  Foncier  of  France 

The  Credit  Foncier  was  riot  founded  upon  the  cooperative 
principles  of  the  Landschaften  but  rather  upon  business  prin- 
ciples. It  is  purely  a  joint-stock  company  and  its  object  is  to 
earn  dividends  for  shareholders.  This  bank,  the  "Credit  Fon- 
cier,'' plays  the  same  part  in  real  estate  credit  that  the  great 
central  bank  of  France  does  as  a  regulating  establishment  for  the 
commercial  credit  of  the  country.  Like  most  ingenious  inven- 
tions and  organizations,  the  "Credit  Foncier"  was  the  outgrowth 
of  an  emergent  necessity.  Prior  to  the  organization  of  the 
bank  the  rural  credit  facilities  of  France  were  in  shattered  con- 
ditions. Agricultural  societies  and  conventions,  prominent  citi- 
zens and  the  legislative  assembly  had  discussed  plans  of  ameli- 
oration and  voluminous  books  had  been  written  and  projects 
proposed  without  number.  The  outcome  of  all  this  agitation  was 
a  national  association  of  persons  most  deeply  interested  who 
formed  distinct  proposals  for  the  establishment  of  a  land  bank. 
Then  the  Government  took  up  the  matter,  made  an  official  in- 
quiry of  all  projects,  examined  economists,  financiers,  public  of- 
ficials and  lawyers,  and  appointed  a  commission  to  carry  on  an 
investigation  and  make  a  report.  The  result  was  the  enactment 
(1852)  of  a  general  law  for  land  mortgage  banks  under  which 
the  "Credit  Foncier"  was  immediately  formed. 

This  law  provided  for  Government  control  by  the  depart- 
ments of  Agriculture,  Commerce,  and  Finance  and  allowed  Hie 
State  and  arrondissements  to  assist  the  hank  by  investing  in 
their  debentures.  In  1854  the  Credit  Foncier  was  given  a 
monopoly  of  all  rights  under  this  law.  and  a  subvention  of 
$2,000,000  as  a  guarantee  fund.  The  Governmenl  boughl  a 
quantity  of  its  debentures  and  allowed  Hie  other  political  di- 
visions <>r  the  state  to  do  the  same.  The  original  system  of 
triple  control  was  abolished  by  the  decree  of  is;,  i  and  a  system 
of  organization  bestowed  on  the  Cre"di1  Foncier  similar  to  that 
of  the  Bank  of  France.     The  monopoly  of  the  Credit    Foncier 

.KIM 
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was   not    renewed   but    it    lasted   long  enough  to  safeguard  the 
bank  against  all  possible  competitors. 

The  legal  privileges  that  the  Credit  Poncier  enjoys  under  the 
original  law  and  the  amendments  made  thereto  may  be  sum- 
marized as  follows: 

1.  The  Governor  and  two  deputy  Governors  are  appointed 
by  the  president  of  the  republic. 

2.  The  board  of  directors  is  composed  of  20  members  who  are 
named  by  the  general  assembly  of  stockholders. 

3.  Three  members  of  the  directorate  must  be  chosen  from  the 
chief  officials  of  the  government  treasury. 

4.  The  censors,  three  in  number,  are  also  named  by  the  gen- 
eral assembly. 

5.  The  bank  is  thus  directed  by  this  combined  authority,  state 
inspection,  and  the  supervision  of  the  general  assembly  of  stock- 
holders. 

6.  The  hank  may  use  the  government  treasuries  for  the  re- 
ceipt of  its  dues,  and  the  deposit  of  its  surplus  funds. 

7.  The  taxes  and  stamps  for  registration  and  the  transfer  of 
its  debentures  are  less  than  for  others. 

8.  The  debentures  may  be  made  payable  to  bearer  and  the 
court  cannot  recognize  any  claim  by  a  third  party  for  these 
bonds,  except  only  in  cases  of  loss  or  theft. 

9.  Trust  funds  may  be  invested  in  these  debentures. 

10.  The  mortgages  held  by  the  bank  are  not  required  to  be 
registered  every  ten  years  as  the  general  law  provides. 

11.  The  bank  is  legalized  to  free  the  title  of  real  estate  to  all 
possible  claims  of  third  parties.  After  assuring  itself  that  the 
title  is  clear  of  all  registered  claims,  it  starts  a  procedure  called 
the  "purge"  which  brings  to  light  any  hidden  claims.  It  consists 
of  an  official  notice  published,  calling  on  third  parties  to  show 
their  rights.    It  is  only  a  modified  form  of  the  Torrens  System. 

12.  The  bank  does  not  have  to  resort  to  ordinary  foreclosure 
for  the  recovery  of  a  loan.  The  court  cannot  grant  the  de- 
faulter any  delay.  The  mortgaged  property  may  be  attached 
by  order  obtained  from  the  local  civil  court.  During  attachment 
the  bank  has  the  right  to  all  rents  and  returns  of  the  estate 
subject  only  to  that  of  the  Government  and  court  costs.  The 
bank  may  proceed  without  attachment  to  sell  the  property  after 
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due  notice  has  been  given  and  published.    The  company  has  the 
first  claim  on  the  proceeds  of  defaulted  property. 

13.  The  debentures  of  the  bank  may  be  issued  payable  to 
bearer  and  have  no  fixed  time  for  maturity. 

14.  The  debentures  may  be  made  repayable  with  prizes  and 
bonuses. 

15.  The  amount  raised  by  the  issue  of  debentures  must  not 
exceed  the  amount  due  the  company. 

16.  Loans  cannot  be  made  except  upon  a  specified  portion  of 
the  value  of  the  land,  and  on  a  first  lien. 

17.  The  shares  issued  by  the  company  must  be  kept  at  the 
ratio  of  at  least  one-twentieth  of  the  debentures  in  circulation. 

18.  The  maximum  rate  of  interest  to  debtors  is  fixed  by  law 
at  not  more  than  5  per  cent. 

19.  The  bank  cannot  buy  or  make  advances  on  its  own  de- 
bentures. 

The  Credit  Foncier  is  authorized  to  make  loans  of  two  de- 
scriptions : 

1.  Mortgage  loans  for  long  periods  with  amortizements;  the 
period  may  be  from  ten  to  seventy-five  years  according  to  the 
plan  chosen.  The  borrower  may  make  advanced  payment  in 
whole  or  in  part  at  any  time.  Payments  may  be  made  in  cash 
or  debentures  of  the  company  of  the  same  series  as  the  loan. 
The  loan  is  liable  to  recall  only  if  the  property  is  sold  without 
notice  to  the  company  or  is  allowed  to  deteriorate.  Loans  can- 
not exceed  one-half  the  value  of  the  property,  or  one-third  of 
the  value  for  vineyards,  woods,  or  plantations. 

2.  Loans  on  mortgages  for  a  short  date  without  amortize- 
ments. These  are  for  periods  of  from  one  to  nine  years.  Re- 
payments may  be  in  lump  sums  or  by  semi-annual  installments 
in  advance. 

The  law  further  allows  the  Credit  Foncier  t<>  use  any  other 
system  or  method  of  making  loans  with  the  Government's  Banc- 
tion  to  improve  the  soil,  develop  agriculture,  facilitate  loans  on 
immovable  property  and  extinguish  existing  debts  thereon. 
Under  this  provision  of  the  Statute  the  powers  of  the  hank  have 
been  extended  into  such  fields  as  taking  the  bonds  of  ;i  big  con 
tracting  and  building  company  and  lending  money  t<>  a  land 
mortgage  bank  in  Algiers. 


APPENDIX   I) 

Financing  Ownership  in  England 

Plan  for  Financing  Occupying  Owners  in  England 

England  has  not  developed  a  nation-wide  system  of  financing 
fanners  for  the  purchase  of  agricultural  lands  as  Germany, 
France  and  the  United  States  have.  Like  the  United  States, 
there  has  developed  in  England  and  her  colonies  many  schemes 
of  land  mortgage  banking.  However,  the  financing  of  tenants 
and  small  farmers  has  been  for  many  years  a  problem  of  grow- 
ing difficulty  in  the  heart  of  English  progress.  Many  plans  and 
schemes  have  been  proposed  as  a  solution  to  this  problem.  J.  H. 
Clifford  Johnson  (1915)  proposed  a  scheme  under  the  title  of 
"The  Financing  of  Occupying  Ownership  and  Cooperative 
Credit"  which  has  not  been  adopted,  but  the  plan  is  so  unique 
and  well  founded  upon  economic  principles  that  the  three  chief 
features  of  the  plan  as  summarized  by  its  author  are  here  pre- 
sented : 1 

1.  Landowner  to  be  paid  the  purchase  price  as  to  25  per  cent 
in  cash  and  as  to  75  per  cent  in  3  per  cent  state  guaranteed 
bonds  taken  at  their  market  price;  by  which  is  meant  increas- 
ing the  purchase  price  to  such  an  amount  in  excess  of  the  cash 
valuation  that  by  selling  the  bonds  representing  75  per  cent  of 
the  increased  price  at  their  market  discount  the  actual  value  is 
realized  in  cash. 

2.  The  whole  of  such  purchase  price  to  be  advanced  to  the 
farmer  for  an  annuity  of  £4  10s  6d  per  cent  for  18  years  and 
£2  18s  Od  per  cent  for  the  following  49  years. 

3.  The  stipulation  to  be  made  that  the  present  value  of  the 
farmers'  annuities  calculated  at  the  current  rate  of  interest  for 
farm  purchase  (i.e.,  the  rate  of  interest  represented  by  the  year's 
purchase  taken  in  calculating  the  cash  value  of  the  farm)  must 
not  exceed  85  per  cent  of  the  cash  value  of  the  farm. 

i  J.  H.  Clifford  JOHNSON,  "Financing  of  Occupying  Ownership  and  Co- 
operative Credit,"  1915. 

312 


FINANCING  OWNERSHIP  TX  ENGLAND  313 

Variety  of  Mortgage  Banks 

Nearly  all  progressive  countries  have  provided  for  the  long- 
term  credit  needs  of  agriculture.  Land  mortgage  banking  is 
done  through  many  different  types  of  organizations  but  all  are 
in  their  principles  a  modified  form  of  the  Landschaft  or  the 
Credit  Poncier.  However,  it  should  not  be  thought  for  a  moment 
that  the  government  and  semi-government  land  mortgage  or- 
ganizations as  the  Landschaften,  Credit  Foncier,  the  Federal 
Land  Banks  and  the  proposed  government  plan  for  financing 
ownership  in  England,  are  the  only  grantors  of  long-term  credit 
to  farmers.  Each  country  has  numerous  types  of  land  mortgage 
lenders ;  in  Germany  there  are  the  agricultural  mortgage  banks, 
joint-stock  mortgage  banks,  savings  banks,  and  improvement  an- 
nuity banks;  in  France  the  joint-stock  mortgage  bank,  savings 
banks,  and  the  Credit  Agricole ;  in  England  joint-stock  banks 
with  branches  in  rural  districts,  land  companies  and  private 
lenders,  and  these  are  not  all,  but  only  the  chief  mortgage 
lenders  other  than  the  national  types  discussed. 


APrENDIX  E 

The  German  Landschaft1 

The  Landschaft  is  a  widely  advertised  form  of  mortgage-bond 
institution.  The  first  one  was  formed  in  Prussia  in  1770  by 
royal  decree  of  Frederick  the  Great,  who  forced  the  needy  land 
owners  of  that  province  to  combine  to  obtain  funds  to  rehabili- 
tate their  rundown  estates. 

The  Landschaft  is  a  syndicate  of  borrowers — landowners  who 
are  jointly  and  severally  liable  without  limit  for  all  securities 
issued  by  the  association.  Its  object  is  to  obtain  cheap  and  fa- 
cile credit  for  its  members.  It  has  no  capital  and  pays  no  divi- 
dends. All  profits  are  placed  in  reserve.  It  is  financed  by  its 
debentures.  These  debentures  are  secured  by  the  underlying 
mortgages,  by  the  reserve  and  the  unlimited  liability  of  its  mem- 
bers. The  amount  of  debentures  outstanding  is  never  allowed 
to  exceed  the  face  value  of  these  mortgages.  The  debentures  have 
no  fixed  time  for  maturity  but  are  recallable  at  the  option  of  the 
association,  wdiich  is  done  by  lot.  All  loans  are  for  a  long  period 
of  thirty  to  seventy-five  years,  and  are  gradually  extinguished  by 
semi-annual  installments  which  include  with  the  interest  a  por- 
tion of  the  principal  under  the  amortization  arrangement  that  is 
common  all  over  the  continent. 

In  granting  a  loan,  the  title  deeds  of  the  landowner  are 
examined,  the  property  inspected  and  appraised.  When  all  re- 
quirements have  been  met  the  landowner  executes  his  note  and 
mortgage  to  the  association  which  gives  him  not  cash  but  deben- 
tures representing  his  loan  which  must  be  a  first  lien.  The 
maximum  loan  is  two-thirds  and  the  minimum  one-half  the  ap- 
praised value.  The  interest  charge  to  the  borrower  has  generally 
run  at  3,  3^  or  4  per  cent.  In  case  the  borrower  commits 
waste,  or  carries  on  a  reckless  business,  the  association  may  take 

i  Landschaften — Handworterbnch  der  Staatswissenschaften,  Sechster 
Band.  Dritte  Auflage,  1911,  von  Dr.  J.  Hermes,  pp.  333-348;  Die  Land- 
schaften und  landsehaftsanlpilirn  Kreditinstitute  in  Doutscliland,  von  Dr. 
P.  Heckt,  1911,  pp.  vii-xxxi. 
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possession  of  the  mortgaged  premises.  In  the  event  of  default 
the  association  may  levy  on  all  the  personal  property  and  sell 
the  same  after  simply  serving  notice.  If  the  proceeds  of  such 
sale  be  insufficient  the  association  may  then  take  over  control  of 
the  land  and  if  enough  is  not  obtained  to  pay  up  the  overdue 
installments  an  order  of  sale  may  be  obtained  simply  by  pre- 
senting the  arrears  from  the  books  of  the  association.  The  court 
cannot  go  into  the  merits  of  the  case. 

Then  the  characteristic  features  of  the  Landschaften  are  co- 
operative credit,  unlimited  liability  of  members,  and  the  right  of 
the  association  to  take  possession  of  the  property  and  force  a  sale 
without  resort  to  regular  foreclosure  proceedings.  This  legal 
anomaly  is  due  to  the  fact  that  the  Landschaften  arc  practically 
government  institutions.  Their  officers  are  quasi-public  officials 
endowed  with  judicial  and  executive  powers  on  all  matters  be- 
tween  themselves  and  their  members,  and  these  members  are  sub- 
ject to  their  orders  and  are  bound  under  heavy  penalty  to  per- 
form all  duties  imposed  on  them. 

Nine  of  the  old  Landschaften  founded  a  Central  Landschaft 
(1893)  to  which  eight  still  adhere.  The  Central  Landschafl 
buys  the  debentures  of  the  Provincial  Associations,  taking  an  as- 
signment of  the  underlying  mortgages  and  issues  against  them 
its  own  debentures  which  find  a  ready  sale  to  investors  and  on 
the  money  exchanges. 

The  Landschaften  have  been  very  successful.  It  would  take 
several  volumes  to  tell  the  full  story  of  what  these  institutions 
have  done  for  German  agriculture,  but  that  lias  been  retold  many 
times  in  the  United  Stales  and  does  not  command  a  place  in  this 
work.  However,  the  influence  of  the  Landschaften  lias  qo1  been 
circumscribed  by  the  boundary  lines  of  the  Prussian  Empire 
but  they  have  been  either  directly  or  indirectly  the  models  after 
which  land  credit  organizations  have  been  founded  in  many  for 
eign  countries.  The  most  noted  hind  credit  institution  that  has 
yet  existed  is  the  Credit  Foncier  of  France,  and  its  conception  is 
said  to  have  been  excited  through  the  greal  success  of  the 
Landschaften. 


APPENDIX  F 

AGRICULTURAL    IMPROVEMENT    BANKS    OF    GERMANY 

(Landeskultur-Rentenbanken)  1 
(1910) 

Germany  has  led  the  world  in  this  branch  of  banking.  Long 
before  the  other  nations  had  realized  the  need  of  agriculture  for 
long-terra  improvement  credit  Germany  had  established  public 
institutions  for  this  important  purpose.  Such  institutions  were 
first  created  in  Saxony  in  1861,  and  then  in  Prussia,  Hesse,  and 
Bavaria.  These  institutions  loan  for  the  purpose  of  agricultural 
improvements  in  the  broadest  sense,  to  landowners,  companies, 
and  communities. 

The  real  purpose  for  which  these  institutions  were  established 
was  as  stated,  to  increase  the  capacity  of  the  soil  to  yield  income. 
Pursuing  this  idea  the  purposes  which  these  banks  serve  to  ad- 
vance, according  to  the  Prussian  Law  of  1879,  are: 

(a)  For  the  advancement  of  agriculture,  especially  for  drain- 
age and  irrigation,  for  the  building  and  repairing  of  roads,  for 
planting  forests  and  making  land  tillable,  and  for  the  introduc- 
tion of  new  agricultural  economy ;  (b)  for  the  building  of  pro- 
tections for  river  banks;  (e)  for  the  building,  extension,  and 
maintenance  of  dykes  and  structures  pertaining  to  the  same;  (d) 
for  the  construction,  use,  or  maintenance  of  water  courses  or  arti- 
ficial lakes  for  aids  to  navigation. 

These  are  the  principal  purposes  which  the  banks  serve.  Each 
bank,  however,  is  limited  by  the  statute  of  its  respective  prov- 
ince. For  example,  the  advancement  of  drainage  is  expressly 
forbidden  to  the  institution  of  Schleswig-Holstein,  while  the 
institution  of  Posen  devotes  itself  exclusively  to  drainage  and 
irrigation. 

In  making  loans,  consideration  is  given  to  the  already  exist- 

i  Landeskultur-Eentenbanken,  Handworterbueh  der  Staatswissenschaft, 
Seehster  Band,  Dritte  Auflage,  von  Dr.  J.  Hermes,  pp.  325-331,  1010. 
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ing  mortgage  indebtedness.  In  Prussia  the  amount  of  a  loan 
(excep.t  in  Saxony  where  it  is  unlimited)  is  fixed  at  twenty-live 
times  the  income  of  the  land  tax,  or  one-half  of  the  value  of  the 
real  estate,  which  is  ascertained  by  the  Landeskultur-Rentenbank 
on  the  basis  of  agricultural  or  other  special  estimates.  The  in- 
crease of  the  value  of  the  real  estate  resulting  from  the  enter- 
prise may  be  taken  into  account  with  loans  for  improvement 
proper. 

Loans  are  made  either  in  cash  or  annuities.  They  are  not  re- 
callable unless  the  debtor  becomes  negligent  or  other  conditions 
calling  for  revocability  are  present.  Loans  may  be  amortized  by 
installments.  By  the  law  of  Saxony  1888,  the  total  payment  of 
the  debtor  is  fixed  at  4%  per  cent  of  the  amount  of  the  loan,  of 
which  IVa  per  cent  is  used  for  redemption,  so  that  the  debt  is 
liquidated  in  thirty-eight  years.  In  Bavaria  at  least  one-half 
per  cent  is  to  be  paid  to  the  sinking  fund,  and  in  Hesse  three- 
fourths  per  cent  annually.  The  annual  payments  to  be  made  by 
the  debtor  are  endorsed  everywhere  by  administrative  compul- 
sory proceedings. 

Individual  landholders  are  required  to  use  the  loans  for  a 
definite  purpose  and  maintain  plans  already  carried  out.  Con- 
trol over  the  use  of  loans  by  corporate  and  communal  under- 
takings lies  in  the  constitution  and  organization  of  the  borrow- 
ing institution;  and  so  far  as  supervision  is  needed,  this  falls 
chiefly  to  the  regular  communal  supervising  authority  and  no1 
to  the  bank.  However,  the  technique  of  the  requirements  differs 
with  eaeh  bank  and  province. 

The  results  of  the  work  of  these  institutions  are  reported  as 
satisfactory,  but  up  to  the  present  they  have  only  fulfilled  a 
part  of  the  work  expected  of  them.  The  reason  for  this  is 
thought  to  be  due  to  the  skepticism  of  the  rural  classes  and  the 
already  existing  heavy  indebtedness  resting  upon  the  land. 

Along  with  other  purposes,  credit  is  supplied  to   farmers  for 
improvements  and  equipment   by  joint-stock  banks  ami  coopera- 
tive credit  societies  including  the  Raifeisenehe  Darlehenskassen 
vereine. 


APPENDIX  G 


FINANCIAL  STATEMENT-FARMER 


IMPORTANT— Pltsse  fill  ill  blinks,  writing  "no"  or  "none"  where  necessary  to  complcto  Information. 


Name.. 


Address 

For  the  purpose  of  obtaining  a  line  of  credit 
my  farming  business  as  of 


•(feeling  my  ability  to  pay. 


with  you  not  to  exceed  % ,    I  tender  the  following  statement  of 

—  191 and  agree  to  notify  you  promptly  of  any  change 


PROPERTY  OWNED  BY  UNDERSIGNED 


DEBTS  DUE  BY  UKDERSIGNED 


Cash  (on  hand  and  in  banks) 

Notes  due  me  (amount  collectible) 

Accounts  due  me  (amount  collectible) 

Farm  products;  grain,  cotton,  etc.,  at  market} 
value  (list  on  other  side) 

Live  stock— market  value  (list  on  other  side)' 

Machinery  and  tools  (list  on  other  side).... 

Farm  lands  (describe  on  other  side) 

Other  lands  (describe  on  other  side).. 

Improvements  on  farm 

(describe  on  other  side) „ _ 

City  real  estate  (describe  on  other  side)  ... 

Other  assets  (describe  fully) 


Total 


TT 


Dtes    secured    by    chattel    mortgages 

(list  below) „ 


Payable  to  above  Bank 

Due _ Secured  by 


Payable  to 

Due 


Payable  to.. 
Due 


tDescrit*  Security) 

Secured  by  .... 


(Describe  Security) 


..Secured  by  . 


Other  notes  due  by  me.. 
Accounts  due  by  me 


Mortgages  or  liens  on  real  estate  owned 
(describe  in  space  provided  on  other  side).. 

Other  debts  (describe  fully) 


Net  Worth 

Total 


Amount  of  the  assets  listed  above  which  are  exempt  by  law    - 

Amount  for  which  I  am  liable  for  partnership  obligations    - 

Amount  of  the  assets  listed  above  which  are  pledged  to  secure  my  debts 


Amount  of  liability  incurred  by  endorsement  or  guaranty  to  accomodate  others 
Amount  of  liability  on  bonds,  leases  or  other  unfinished  contracts      - 


on  improvements 


Amount  of  insurance  carried  on  farm  products  S ;  on  machinery,  etc.,  t / 

$ ;  on  other  assets  S. ~ ;  and  on  my  life  $ in  favor  of 

Number  of  years  in  present  business..... Number  of  years  at  present  location 

I  solemnly  declare  and  certify  that  the  above  statement,  and  schedules  on  opposite  side  are  a  true  and  correct  account  of  the 
condition  of  my  business  on  the  day  above  stated. 


Witness  my  hand,  this... 
WITNESS: 


..day  of.. 


.191. 


(Signature) . 


NOTE:    If  you  have  ever  failed  in  business,  attach  a  complete  explanation  and  state  basis  of  settlement  with  creditors, 

(Fill  Blanks  on  Other  Side) 
Form  CA.    Federal  Reserve  Bank  of  Dallas. 
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LIST  OF  REAL  ESTATE  AND  IMPROYTMENTS  OWNED,  WITH  INCUMBRANCES  THEREON 
(Listed  In  totals  on  other  Bide.) 


Acreage  or 

Location 

Description  of 
Improvements 

Valuation 

Mortgages  or  Liens 

Title  to  Property 

Dimensions 

Assessed 

Actual 

When  Due 

Amount 

in  whose  Name 

s 

$ 

$. 

LIVE  STOCK. 
(Listed  In  total  on  other  side.) 

Horses 

Mules 

Cattle 

Hogs 

Poultry 

Sheep 

Goats 

Total   Value 

$ 

s 

$ 

S 

s 

Value 

S 

$ 

S 

s 

$ 

MACHINERY  AND  TOOLS. 
(Listed  In  total  on  other   side.) 

Wagons 

Cultivators 

Mowers      1     Threshers 

Engines 

Binders 

Other  Tools  1       Tout  Cost 

8 

$ 

1 

$ 

Cost 

LJ; :":: 

$ 

$  .       U    - 

FARM  PRODUCTS. 
(Listed  In  total  on  other  side.) 


Less  Depredation  $ 
Actual  Value  $... 


CoraS Oats  t Wheat  $ 

Cotton  t Wool  S Potatoes  S. 


.  Hayor Forage  8— - Fruit  (Drkdor  Canned)  t 

Meat  S Other  ProductsS         .  .   Total  $ 


AVERAGE  EXPENSE  AND  YIELD. 


Average  yearly  expense  per  acre  for  plowing,  planting 

and  working  crop  prior  to  gathering $.. 


Average  yearly  expense  per  acre  for  harvesting.... S $  . 

Average  yield  per  acre ~ 


J*- 

S 


STATEMENT  OF  FARMING  OPERATIONS,  OR  CROPPING  SYSTEM. 


Farm  is  located  where 

Number  of  acres  in  farm 

Number  of  people  living  on  farm  . 
1  am  to  pay  as  rent 


Number  of  acres  to  be  cultivated.. 
Farm  is  owned  by 


Crops  and  Slock  to  be  Produced. 


Acres  In  Corn  (Legumes  inter planted)... 

Acres  In  Oatt  (Legume* following) 

Acres  in  Wheat  (Legumes  following) — 

Am  in  Cotton. 

Acres  In  Greta  Sorphums 


Acres  in  Peas  or  Deans ..— 
Acres  in  Forage  crop  and  kind- 


Acres  io  Hay  crop  and  kind . 

Acres  in  Potatoes.— „ . 

Acres  in  Rye 


Acrrain  Vcgeubte  Garden 

Acres  in  Other  crops  and  kiod.- 

Acres  in  Pasture .-  — ,  — 

Acrea  in  Bearing  Pruil 


Nam  bet  Seel  animals  to  be  marketed... 
Number  Hogs  to  be  fattened 


N amber  Sbeep  or  Casts  to  be  marketed  - 
Pounds  Wool  to  be  produced        


Quantity  Fresh  Pruit  for  marketing  — 

Quantity  Dried  Fruit  for  marketiog 

Quantity  Poultry  and  Eggs  to  be  prodw 
Number  of  Cowt  In  milk        


Quantity  Pruit  and  Vegetables  to  be  canned 
Loads  Manor*  to  be  used  on  crop 
Tons  Commercial  Fertiliser  to  be  uswd 


NOTE— The  character  of  the  Cropping  System  of  a  farm  bualneta  has  a  credit  Talue  of  tho  highest  Importance  to  both  the  farmer 
•ad  the  lender:  and  at  farming  Is  the  annual  Investing  of  capital  and  labor  at  one  place,  safety  requires,  at  In  other  Investments,  that  all 
the  capital  and  labor  be  not  Invested  In  one  thlnf,  or  In  the  production  of  one  crop. 

In  order  that  farming  operations  may  be  conducted  on  a  sale  and  profitable  basis  every  year,  dlveralftcaUon  Is  abaoJotely  neceaaary. 
Every  farmer  should  raise  enough  poultry,  bogs,  milk  co*e.  vegetables  aod  fruit  to  aupplv  the  family  with  moat  of  their  nrcrsaary 
food.  A  sufficient  number  or  acres  should  beDlanted  Infeed  crops  to  feed  the  stock  on  the  farm  or  to  feed  stock  for  "»e  nisrkrt  U 
desired  :  part  of  the  land  ehould  beptanted  In  food  crops  for  the  market  and  the  balance  In  other  crops  BUT  NOT  MORE  THAW 
60%  ofe  THE  CULTIVATED  LAND  SHOULD  BE  PLANTED  IN  ONE  CROP.  Such  a  plan  should  enable  the  fsrmer  to  pay 
Us  debts  promptly  every  year  and  result  la  sweater  prosperity  for  him. 
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FINANCIAL  STATEMENT-STOCKMAN 


IMPORTANT — Please  611  all  blank*,  writing  "no"  or  "none"  where  neceuary  to  complete  iniormatioa. 


For  the  purpose  of  obtaining  a  line  of  credit  with  you  not  to  exceed  $ ,  I  tender  the  following  statement 

of  my  business  as  of 192 and  agree  to  notify  you  promptly  of  any  change 

affecting  my  ability  to  pay. 


Cash  (on  hand  and  in  banks) 

Notes  due  me  (amount  collectible) 

Accounts  due  me  (amount  collectible) 

Feed  on  hand  (list  on  other  side)—— 

Live  stock — market  value  (list  other  side) 

Machinery  and  tools  (list  on  other  side). 

Ranch  or  farm  lands 

(describe  on  other  side) , 

Improvements  on  ranch  or  farm 

(describe  on   other  side) 

Other  lands  (describe  on  other  side) — 

City  real  estate  (describe  on  other  side). 

Other  assets  (describe  fully) 


Total 


Notes  secured  by  chattel  mortgages 
(list  below) 

Payable  to  above  Bank 

Due Secured    by 


Payable   to 
Due 


Payable   to 
Due 


(Describe  Security) 
ured  by. 
(Describe  Security') 
Secured  by.... 


Other  notes  due  by  me 

Accounts  due  by  me 


Mortgages  or  liens  on  real  estate  owned 
(describe  in  space  provided  on  other  side) 


Other  debts  (describe  fully) . 


[NET   WORTH „ 

Total    _ 


Amount  of  the  assets  listed  above  which  are  exempt  by  law         -      -      -      -      -      -    '  -      -      -      -      $ 

Amount  for  which  I  am  liable  for  partnership  obligations  (give  details  on  other  side)  -      -      -  $ 

Amount  of  the  assets  listed  above,  which  are  pledged  to  secure    my    debts    -------      $ 

Amount  for  which  I  am  liable  on  notes  or  accounts,  not  included  in  above  statement,  which  have  been 

transferred  to  banks  or  others        ----------------      $ 

Amount  of  liability  incurred  by  endorsement  or  guaranty  to  accommodate   others   -----      $ 

Amount  of  liability  on  bonds  or  unfinished  contracts    ------------      $ 

Amount  of  insurance  carried  on  feed  $ ;  on  live  stock  $ ;  on  machinery,  etc.,  $.. 

on  improvements  $ ;  on  other  assets  $ ;  and  on  my  life  $ 


Number  of  years  in  present  business.. 
Number  of  acres  leased  from  others- 


Number  of  years  at  present  location.. 
_     Date  lease  expires 


Date  to  which  lease  is  paid Amount  of  yearly  rent  paid  for  leased  land  $ _ _ 

I  solemnly  declare  and  certify  that  the  above  statement,  and  schedules  on  opposite  side  are  a  true  and  correct  account 
of  the  condition  of  my  business  on  the  day  above  stated. 


Witness  my  hand,  this- 
WITNESS: 


..day  of ___.. 

(Signature). 


NOTE:    If  you  have  ever  faibd  in  business,  attach  a  complete  explanation  and  state  basis  of  settlement  with  creditor*. 

Fill  Blanks  on  Other  Side) 
Form  C-5.    Federal  Reserve  Bank  of  Dallas. 
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LIST  OF  REAL  ESTATE  AND  IMPROVEMENTS  OWNED,  WITH  LNCUMBRANCES  THEREON 

(Listed  In  totals  on  other  tide) 


Acreage  or 

Location 

Description  of 
Improvements 

Valuations 

Mortgages  or  Liens 

Title  to  Property 
in  Whose  Name 

Dimensions 

Assessed   1      Actual 

When  Duel        Amount 

- 

* - 

t- 

$ 



MACHINERY  AND  TOOLS 
(Listed  In  total  on  other  side) 


|      Wagons 

Cultfvators 

Mowers 

Threshers 

Engines 

Binders 

Other  Tools 

Total  Value 

t 

t 

*  

Present 
Value 

t 

S 

t 

$ 

* 

LIVE  STOCK 

(Listed  In  total  on  other  side) 


Number  of 
Head 

Breed 

Market  Value 

Class  of  block 

(Registered,  Graded 

or  other) 

t 

$„   _ 

$ 

Heifers  Is  and  2s  at      -    $ ...- per  head 

f  

*-  .  . 

$..  .. 

$_   

Bulls  at $ per  head 

$_  „  

$. 

Horses   at    -     -     -     -     -     $.._ per  head 

Colts  at $ per  head 

$. 

$.._ 

t_  ..  .... 

$..   _.   ._ 



$L 

f 

- 

f      ..     

Goats    at $ per  head 

9- 

t 

% ..  ...... 

t 

Other at  $ per  head 

$ — 

(detcribet 

TOTAL 


■* 


TO  BE  FILLED  OUT  IF  LIABLE  FOR  ANY  PARTNERSHIP  OBLIGATIONS. 
(This  liability  shown  in  total  on  other  tide.) 


Name  of  partnership 

Value  of  partnership  property  $ — 

Give  brief  description  of  partnership  property 


Nature  of  business  ... 

Total  of  partnership  debts  $ .. 


Name    of    partnership 

Value  of  partner-hip  property  $.. 


Nature  of  business. 


Total  of  partnership  debts  % 


Give  brief  description  of  partnership  property 


APPENDIX  H 

The  Credit  Agricole  of  France  (1861)  x 

The  Credit  Agricole  is  a  joint-stock  company  created  by  the 
Credit  Fonder.  It  is  under  the  same  management  as  the  Credit 
Foncier  and  dependent  upon  it.  The  Credit  Agricole  was  chart- 
ered by  the  decree  of  February  16,  1861,  and  began  operations 
April  1  of  the  same  year. 

The  aims  of  the  Credit  Agricole  are:  To  procure  capital  or 
credit  for  agriculture  and  the  industries  connected  with  it.  by 
making  or  facilitating  by  its  guaranty  the  discount  or  negotia- 
tion of  effects  payable  at  the  latest  in  ninety  days ;  to  open  cred- 
its or  loans  for  a  longer  period,  but  without  exceeding  three 
years  on  pledge  (nantissement)  or  any  other  special  security;  to 
receive  deposits  with  or  without  interest,  not  exceeding  twice  the 
capital  in  cash  or  represented  by  securities  placed  in  the  com- 
pany's safe;  to  open  running  accounts,  make  collections,  to  carry 
on.  with  Government  sanction,  all  other  operations  which  aim  at 
helping  the  clearing  and  improvement  of  the  soil,  et  cetera,  and 
the  development  of  agriculture. 

It  is  clear  from  the  aims  of  the  Credit  Agricole  that  one  of  its 
chief  purposes  was  the  betterment  of  agriculture  by  lending 
capital  and  credit  for  a  relative  long  term  to  be  used  for  agri- 
cultural improvements  and  equipments.  Besides  this  special 
joint-stock  company  which  aids  agriculture  by  supplying  capital 
and  credit  for  fixed  betterments  along  with  other  purposes,  the 
Credit  Foncier 's  loans  on*  mortgage  security  may  be  used  for 
these  purposes,  or  at  least  there  is  nothing  in  the  laws  governing 
the  organization  which  would  expressly  prohibit  such  use  of  the 
loans.  Much  of  this  kind  of  credit  is  also  handled  by  joint-stock 
banks,  mutual  cooperative  credit  societies  and  other  banking  and 
credit  organizations  of  a  local  nature. 

i  La  Loi  du. 
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Cooperative  Peoples'  Banks  en  the  Agricultural  Districts 

of  Canada  x 

It  is  of  the  highest  importance  that  the  farmers  should  be 
organized  as  are  other  classes  of  the  community,  and  the  first 
step  toward  this  end  is  an  institution  that  will  afford  these 
tillers  of  the  soil  the  capital  they  need  to  improve  their  in- 
dustry. They  should  not  be  frightened  at  an  innovation  by 
those  so-called  wise  men  who  exaggerate  prudence  and  who,  as 
a  matter  of  fact,  are  the  victims  of  their  own  intellectual  de- 
formity or  of  a  deplorable  professional  prejudice  which  causes 
them  to  look  at  any  new  step  with  fear  or  bias.  Obviously, 
wisdom  is  necessary,  but  audacity  coupled  with  thoughtfulness 
and  prudence  is  also  the  key  to  progress.  These  men  always 
want  to  see  "how  the  enterprise  will  turn  out"  before  taking 
part  in  any  movement  even  if  it  has  sustained  the  test  of  ex- 
perience. We  have  met  a  good  many  of  these  unfortunate  hu- 
man beings  who  are  always  behind  the  rest  of  the  population  but 
who  believe  themselves  to  be  leaders. 

As  a  whole  our  countrymen  are  in  sympathy  with  progress 
based  upon  wisdom  and  do  not,  thank  God,  fear  to  take  upon 
themselves  the  responsibility  that  it  involves.  That  our  rural 
population  is  endowed  with  intelligence  is  apparent  by  the  num- 
ber of  cooperative  banks  which  are  now  working  with  great  suc- 
cess among  industrious  and  honest  farmers. 

St.  Ulric  in  the  County  of  Rimouski.  situated  along  the  shores 
of  the  St.  Lawrence,  is  a  parish  having  a  population  of  about 
1,600,  all  farmers.  A  cooperative  bank  was  organized  on  Sep- 
tember 26,  1909,  and  in  37  months  it  has  accumulated  assets  of 
$24,460. 38  and  its  general  business  had  reached  the  rather 
startling  figure  of  $116,817.86,  of  which  there  have  been  loans 
amounting  to  $73,530.05.     Not  a   cent    has   been    lost    on    those 

i  Excerpt  from  the  Cooperative  Peoples'  Bank — l-a  Casaie  Populaire  by 
Alphonse  Desjardins.  1914,  pp.  33-36. 
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loans.  The  dividends  paid  amounted  to  $632,  and  interest  on 
deposits  to  $562.  The  reserve  or  guarantee  fund  stands  at  $664, 
representing  almost  1<>  per  eenl  of  the  .share  capital  paid  in. 

Armagh,  in  the  County  of  Bellechasse,  has  a  population  of 
about  1,400,  all  fanners.  The  bank  there  was  organized  on  Feb- 
ruary 13,  1910,  and  on  December  31,  1912,  after  a  lapse  of  35 
months,  the  assets  amounted  to  .+27,138.23  and  the  turnover,  the 
enormous  figure  of  $356,686.03 ;  the  loans,  +37,643.58.  The  divi- 
dends paid  on  shares  amount  to  $400.68 ;  the  interest  on  deposits 
to  +533.79,  while  the  guarantee  fund  stands  at  +701.82,  or  more 
than  12  per  cent  of  the  amount  paid  in  upon  shares.  To  give  an 
idea  how  small  is  the  eost  of  management,  it  will  be  sufficient  to 
state  that  the  whole  expenses  incurred  were  but  +173.49  for 
Armagh  and  for  St.  Ulric,  $168.27.2 

The  parish  bank  of  St.  Maurice  of  Champlain,  an  exclusively 
rural  parish,  was  founded  August  1,  1909.  Its  assets  on  No- 
vember 30,  1912,  were  over  +54,000  and  its  general  turnover 
for  the  period  of  40  months  had  reached  the  enormous  sum  of 
$424,000  in  round  figures,  although  the  population  of  the  whole 
parish  does  not  exceed  1,000. 

Maria,  in  the  county  of  Bonaventure,  is  a  small  parish  sit- 
uated on  the  shores  of  the  Bay  des  Chaleurs,  near  the  Gulf  of 
St.  Lawrence.  Its  population  is  about  800.  The  majority  are 
farmers,  but  a  good  number  of  families  are  still  living  on  what 
was  the  only  industry  in  that  place  in  years  gone  by — fishery. 
The  cooperative  bank  was  organized  there  on  September  13, 
1908,  and  on  November  30,  1912,  the  assets  were  $20,485.06,  and 
the  general  business  done  in  those  four  years  had  reached  the 
amount  of  $49,294.36,  of  which  $29,625.91  had  been  for  loans. 
Interest  paid  on  deposits  amounted  to  $468.51 ;  dividends  on 
shares  to  $334.48 ;  and  the  total  expense  for  the  four  years  to 
$530.67.  It  must  be  stated  here  that  the  population  is  poor  and 
it  is  a  wonder  to  every  one  who  knows  the  locality  that  such 
splendid  results  could  have  been  achieved  in  so  short  a  period. 

2  By  way  of  illustrating  the  continuous  and  rapid  growth  of  these  banks, 
especially  in  farming  communities,  the  report  of  the  Armagh  hank  on  May 
31,  1914,  is  given:  Assets,  $79,740;  general  turnover,  568,60.3;  loans, 
123,060;  dividends  paid,  $1,209;  interest  paid  on  deposits,  $1,930;  guar- 
antee fund,  $1,673.  While  all  of  these  items  showed  a  large  increase,  ex- 
penses increased  to  only  $225,  an  increase  of  barely  $52. 
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Let  us  now  take  up  still  smaller  parishes,  where  fortunately, 
energetic  and  enterprising  citizens  are  to  be  found,  and  we  will 
see  still  better  results  considering  the  number  of  people. 

St.  Jean  des  Piles  with  a  population  of  800,  part  of  whom  are 
laboring  men  and  the  rest  very  small  farmers,  is  situated  in  a 
rather  poor  agricultural  county  at  the  foot  of  the  Laurent  ian 
.Mountains  in  the  district  of  Three  Eivcrs,  half  way  between 
Montreal  and  Quebec.  Its  cooperative  bank  was  organized  on 
August  22,  1910,  and  on  September  30,  1912,  in  25  months,  it 
had  accumulated  assets  of  $11,972.60,  and  its  general  turnover 
amounted  to  $60,378.49 ;  loans,  $36,236.77 ;  interest  paid  on  de- 
posits, $308.86;  dividends  on  shares,  $172.42;  guarantee  fund, 
$354.77;  savings  deposits,  $30,551.56;  withdrawals,  $21,683.64. 
The  total  expenses  were  $224.30. 

The  total  number  of  loans  was  at  that  date,  459,  divided  into 
very  small  loans:  i.e.,  loans  of  $10  and  less,  44;  from  $10  to  $20, 
76 ;  from  $20  to  $30,  86 ;  from  $30  to  $40,  48 ;  from  $40  to  $50, 
40;  from  $50  to  $60,  20;  from  $60  to  $75,  24;  from  $75  to  $100, 
30;  from  $100  to  $150,  37;  from  $150  to  $200,  20;  from  $200  to 
$300,  19;  from  $300  to  $500,  12,  and  from  $500  upward,  2. 
There  has  even  been  a  loan  of  $1,000,  making  a  grand  total  of 
$36,236.77. 

St.  Joseph,  situated  to  the  extreme  west  of  the  Province  of 
Quebec,  in  fact  the  last  parish  on  the  west,  is  mainly  inhabited 
by  poor  settlers.  The  total  population  is  about  1,400,  out  of 
which  there  are  500  to  600  Indians.  The  parish  bank  was  or- 
ganized on  October  22,  1911,  and  on  January  31,  1913,  the  assets 
were  $8,225.94;  the  general  turnover,  $34,829.91;  total  loans, 
$16,805.77;  savings  deposits,  $23,240.55;  withdrawals,  $16,- 
964.11;  interest  paid  on  deposits,  $102.96;  dividends,  $23.80; 
general  expenses,  $45.00;  guarantee  fund,  $51.42. 

St.  Onesime  of  Kamouraska  is  a  very  small  parish  inhabited 
mostly  by  farmers  and  settlers  who  have  to  work  in  the  shanties 
of  the  lumbermen  part  of  the  year  to  supplement  their  poor 
agricultural  earnings.  When  we  were  invited  to  organize  ;i 
bank  there  the  priest  asked  us  if  his  parish  was  not  too  small 
for  such  a  venture.     We  answered  no,  and  went  there  to  organize 

the  bank  in  May,  1912.    On  December  31,  1912,  the  assets  weir 
$2,913. SO;  savings  deposits,  $3,322.53  ;  the  genera]  turnover  had 
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beeD  $3,938.29;  the  amount  loaned  out,  $571;  withdrawals, 
i.99. 
For  a  number  of  the  above-mentioned  parish  banks  we  have 
given  the  amounts  of  savings  deposits  received  and  withdrawn, 
but  we  eould  have  noted  the  same  facts  for  every  one  of  the  150 
now  in  operation,  as  they  all  carry  on  the  savings  business  with 
equal  success.  For  instance,  the  Levis  Cooperative  People's 
Hank  up  to  January  31,  1913,  had  received  savings  deposits 
amounting  to  $549,699.34,  and  had  reimbursed  $493,490.57,  leav- 
ing on  that  date  a  balance  of  $56,208.77." 


APPENDIX  J 
Raiffeisen  Banks 

The  birthplace  of  rural  cooperative  banks  is  in  Germany. 
Herr  F.  W.  Raiffeisen,  burgomaster  of  a  group  of  villages  round 
Xeuwied,  was  the  pioneer  promoter  in  this  field.  In  1848  he 
founded  at  Weyerbusch  (Coblenz)  a  cooperative  society  for  dis- 
tributing potatoes  and  bread  to  the  poor.  The  next  year  he 
founded  at  Flammersfield  in  the  Westerwald  a  loan  society  for 
the  support  of  unprovided  farmers ;  the  members  were  not  the 
farmers  themselves,  but  rather  wealthy  philanthropic  persons 
who  sold  cattle  on  easy  terms  to  the  unorganized  farmers.  In 
1862  he  founded  another  loan  society  at  Anhausen,  in  which  the 
borrowing  farmers  were  themselves  the  members.  He  also  ob- 
served that  the  poor  did  not  need  donations  of  money,  but  the 
organization  to  command  this  money  for  themselves. 

Raiffeisen  took  considerable  time  to  work  out  his  plan  of  rural 
credit.  At  first  he  planned  a  dual  system  as  laid  down  in  the 
first  edition  of  his  work,  "Die  Darlehenskassenvereine, " 1  loan 
societies  of  1866,  employing  the  Anhausen  model  in  purely  agri- 
cultural districts  and  the  model  of  the  Hoddesdorfer  society, 
which  had  share  capital.  Share  capital  did  not  please  Raiffeisen. 
By  1873  he  had  determined  to  cling  to  the  Anhausen  model  which 
is  known  as  the  "Raiffeisen  bank."  In  1877  a  general  union  was 
established  which  in  1899  was  named  the  "General  Verband 
Landlicher  Genossenschaften"  or  the  General  Union  of  Rural 
Cooperative  Societies. 

The  object  of  the  Raiffeisen  banks  is  .stated  in  the  model  rules 
as  follows : 

"The  object  of  the  society  is  to  improve  the  situali f  its  mem 

bers  both  materially  and  morally,  to  take  the  accessary  steps  for  the 
same,  to  obtain  through  the  common  guarantee  the  necessary  <-;i|iiial 
for  granting  loans  to  members  for  the  development  of  their  business 

>  Muxlek,  Dr.  P.,  Die  geschichtliche  Entwicklung  dea  land-.    Qen.  <m 
in  Deutscliland,  espec.     Section  2,  1901. 
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and   their   household,   and   to   bring  idle  capital   into   productive  use, 
for  which  purpose  B  savings  bank   will   be  attached   to  the  society." 

Raiffeisen,  himself,  was  a  devoted  Christian  and  he  insisted 
thai  all  the  members  of  hi.s  societies  should  be.  He  used  espe- 
cially the  leading  intelligent  power  which  was  at  this  time  avail- 
able in  the  rural  districts,  the  parish  priest  or  pastor.  With 
their  help  he  was  able  to  stir  the  peasant  and  bring  about  prac- 
tical cooperative  results  through  their  neighborly  affection. 

The  bank  has  practically  no  subscribed  capital;  it  has  only 
the  universal  unlimited  liability  of  its  members.  Raiffeiscn  did 
not  feel  that  he  needed  share  capital  as  each  member  possessed 
in  his  little  farm,  his  cattle  or  implements,  material  guarantee 
which  was  entirely  adequate.  Also  the  avoiding  of  shares  helped 
him  to  avoid  the  usual  difficulty  of  share  banks  which  is  to  make 
money  for  a  few  stock  holders.  On  the  other  hand,  these  banks 
are  run  strictly  for  the  mutual  benefit  of  their  members.  Un- 
fortunately, however,  a  law  was  passed  1889  which  required  that 
every  cooperative  society  should  have  shares.  The  Raiffeisen 
banks  comply  with  nominal  shares  on  which  no  dividends  are 
declared,  although  occasionally  some  of  the  profits  are  returned 
to  members  in  the  shape  of  addition  to  deposits  and  a  deduction 
from  loan  charges. 

Raiffeisen  limited  the  size  of  each  society  to  a  single  village. 
The  reason  for  this  is  fundamental — that  is,  he  wished  to  create 
credit  among  small  agriculturists  out  of  mutual  knowledege. 

All  profits  not  otherwise  used  remain  the  property  of  the 
society.  The  profits  are  usually  divided  into  two  classes — re- 
serve fund  and  foundation  fund.  The  money  in  the  reserve 
fund  can  be  withdrawn  to  cover  losses  only,  but  the  founda- 
tion fund  can  be  used  for  positive  improvements,  such  as  the 
extension  of  premises  and  the  like. 

The  loan  capital  is  made  up  of  the  small  savings  and  de- 
posits. This  comes  from  two  sources — members  and  non-mem- 
bers. The  members  are  all  within  the  limited  area.  The  non- 
members  may  be  either  in  or  out  of  the  bank  area.  Any  sum 
in  savings  is  received  from  one  mark  upward.  These  savings 
are  willingly  brought  to  the  bank  and  their  accumulations  have 
been  very  surprising.     It  is  said  that  no  one  has  ever  lost  his 
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savings  through  one  of  those  little  hanks  by  bankruptcy.  In 
addition  to  these  sources  the  bank  obtains  credit  from  a  central 
bank  with  which  it  has  a  current  amount. 

Each  province  in  the  Haas  organization  has  its  own  central 
bank  (Provinzial-Kasse)  and  its  own  central  society  for  supply 
and  sale  (Haupt-Genossenschaft).  Then  the  Raiffeisen  organi- 
zation has  for  the  whole  of  Germany  one  central  bank  (Central- 
Darlehens-Kasse),  containing  non-credit  departments,  at  its 
headquarters  in  Xeuwied.  They  are  all  controlled  by  the  one 
central  society. 

The  funds  obtained  from  the  central  bank  are  used  for  simple 
loans,  current  accounts,  and  property  transfers.  Loans  are  se- 
cured by  personal  pledge,  land  mortgage,  or  deposit  of  col- 
lateral. The  personal  pledge  is  the  most  common  security. 
However,  the  credit-seeker  must  produce  evidence  of  good  char- 
acter and  merit.  He  must  also  be  known  in  his  daily  life  to  he 
sober  and  industrious.  In  cases  where  borrowers  are  little  known 
but  the  society  is  convinced  of  their  good  character,  loans  are 
advanced  on  the  security  of  land  mortgages.  This  is  not  con- 
sidered real  credit  but  personal  credit  with  material  security. 
No  loans  of  this  sort,  however,  are  made  except  on  first  mort- 
gage security. 

The  society  also  requires  to  know  the  purpose  for  which  the 
loan  is  to  be  used.  The  purpose  intended  by  the  borrower  must 
appear  likely  to  be  successful  or  no  loan  will  be  granted. 

The  local  banks  also  handle  property  transfers.  Hut  this  is 
not  strictly  a  credit  business  and  we  shall  not  give  space  for  it 
in  this  work. 

A  Raiffeisen  bank  is  usually  a  small  room,  often  in  a  farm 
building.  It  is  open  twice  a  week  and  directed  by  one  individ- 
ual. Accounts  of  small  savings  and  large  alike  are  accepted. 
But  the  small  savings  are  most  common.  The  directors  meet 
once  a  week  to  discuss  the  various  credit  claims.  They  are  un- 
paid.   The  accountant  or  clerk  is  the  only  salaried  officer. 

The  results  achieved  by  these  rural  banks  may  be  indicated  by 
the  following  digest :  - 

2Jahrbuch  dcs  Reichs-Verb.  (edited  by  Dr.  Haas)  L905,  p.  13  (adapted 
from  Cooperation  al   Home  :nul  Abroad,  by  I     R    Fay,  pp    Is  19;   London 

School  of  Economics,  1908). 
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In  1905  the  number  of  banks  amounted  to  13,181,  being  an 
increase  of  nearly  800  per  cent  <>n  the  1,729  banks  existing  in 
1890.  The  statistics  which  follow  apply  only  to  the  10,786 
hanks  which  are  included  in  the  central  organization  of  the 
Imperial  Union,  the  remainder  heing  small,  loosely  organized 
institutions  without  proper  figures.  While  1,020  town  banks, 
with  586,595  members  and  an  average  membership  of  575,  grant 
credit  up  to  (in  round  figures)  3,000,000,000  marks;  10,786  coun- 
try hanks  with  054,473  members  and  an  average  membership  of 
88,  grant  credit  up  to  5,000,000,000  marks.  Thus  more  than  ten 
times  the  number  of  country  banks  only  grant  one-sixth  of  the 
credit  afforded  by  the  town  banks.  The  total  membership  of 
the  country  banks  is  nearly  twice  as  large,  but  the  average  mem- 
bership per  bank  is  nearly  seven  times  as  small. 

The  average  credit  advanced  per  member  is  500  marks.  The 
average  size  of  the  definite  loan  is  slightly  below  this.  The 
average  rate  of  interest  is  not  exactly  known ;  it  appears  to  be 
between  4  and  5  per  cent,  i.e.,  nearly  one  per  cent  cheaper  than 
in  the  town  banks.  The  duration  of  loans  varies  between  one 
and  ten  years  in  accordance  with  the  requirements  of  agricul- 
ture. They  are  repayable  in  small  installments,  covering  prin- 
cipal and  interest,  although  the  member  may  repay  in  lump  if 
he  wishes.  The  loan  can  always  be  called  on  four  weeks'  notice, 
but  the  right  is  never  exercised,  unless  the  borrower  is  allowing 
his  property  to  deteriorate  or  is  becoming  insolvent  through  ex- 
travagance or  has  misapplied  money  lent  for  a  particular  pur- 
pose. The  inculcation  of  punctuality  in  payment  as  a  moral 
duty  was  the  hardest  of  Raiffeisen's  tasks,  as  it  was  his  greatest 
triumph. 

"About  an  hour's  walk  from  Neuwied  on  the  Rhine  is  situated,  on  a 
plateau  bordering-  the  Westerwald,  the  little  village  of  Anhausen.  The 
district  is  not  very  fertile  and  the  inhabitants  are  mostly  small  peasant 
proprietors,  some  with  only  sufficient  land  to  graze  a  single  ox  or  cow. 
An  owner  of  ten  acres  is  a  rich  man.  Before  the  year  1862  the  village 
presented  a  sorry  aspect ;  rickety  buildings,  untidy  yards,  in  rainy 
weather  running  with  filth,  never  a  sight  of  a  decently  piled  manure 
heap,  the  inhabitants  themselves  ragged  and  immoral,  drunkenness 
and  quarreling  universal.  Houses  and  oxen  belonged  with  few  excep- 
tions to  Jewish  dealers.    Agricultural  implements  were  scanty  and  dilap- 
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idated,  and  badly-worked  fields  brought  in  poor  returns.  The  villagers 
had  lost  confidence  and  hope,  they  were  the  serfs  of  dealers  and 
usurers.  To-day  Anhausen  is  a  clean  and  friendly-looking  village,  the 
buildings  well-kept,  the  farmyards  clean  even  on  work  days ;  there  are 
orderly  manure  heaps  on  every  farm.  The  inhabitants  are  well  if  simply 
clothed,  and  their  manners  are  reputable.  They  own  the  cattle  in  their 
stalls.  They  are  out  of  debt  to  dealers  and  usurers.  Modern  imple- 
ments are  used  by  nearly  every  farmer,  the  value  of  the  farms  has 
risen  and  the  fields,  carefully  and  thoroughly  cultivated,  yield  large 
crops."  3 

3  Translated  from  A.  Wuttiz,  "F.  W.  Raiffeisen,"  p.  71.  (Verified  and 
adapted  from  Cooperation  at  Home  and  Abroad  by  C.  R.  Fay,  pp.  48,  50. 
Loudon  School  of  Economics,  1908.) 
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